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SUMMARY 


Saupr ARABIAN GOVERNMENT ADMINISTRATION IN 
rHe SAupr-Kuwart NevrRAL ZONE, IS ONLY MEDIOCRE. 
Tur HIGHEST orrrcraL, Amin SALIH IBN 'ABD ALLAH IBN 
'UTAISHAN, IS FAIR AND REASONABLE BUT UNABLE OR 
UNWILLING TO KEEP OTHER SAUDI OFFICIALS IN THE 
AREA UNDER CONTROL. YO DATE NO SERIOUS PROBLENS 
HAVE ARISEN WITH RESPECT TO CONFLICT OF JURISDICTION 
BETWEEN SAUDI AND KUWAITI POLICE FORCES IN THE 
Zone. PLANS ARE UNDERWAY TO LOCATE CUSTOMS OFFICIALS 
av Ras au MISHAB AND THE SAUDI GOVERNMENT IS 
CONSIDERING THE ESTABLISHMENT OF CUSTOMS, PUBLIC 
SECURITY AND Coast GUARD OFFICES AT SAFANIYA. 


BACKGROUND 


I) Tue Savor Anapran-Kowarr NevtraL ZONE IS AN 
AREA IN WHIH BOTH GOVERNMENTS SHARE CONTROL THROUGHOUT 
roe Zone, THE SAUDI AUTHORITIES ARE CONCERNED WITH 
OIL COMPANIES AND PERSONNEL OPERATING UNDER A SAUDI-- 
CONCESSION AGREEMENT (GETTY OIL Company), THE KuwaBr 
AUTHORITIES ARE CONCERNED WITH THE OIL COMPANY AND ‘x 
PERSONNEL OPERATING UNDER A KUWAITI CONCESSION AGREE- .-., 
ment (AmeRICAL INDEPENDENT OIL Company) AND BOPH i. = 
COVERNMENT AUTHORITIES ARE CONCERNED WITH THE COMPANY i 
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OPERATING UNDER A JOINT concrssron (ARABIAN Orn Company ~ | 
(Japan). . , . - | 
2) In GENERAL, THE ZONE IS CLOSELY ORIENTED 

TowARD KuwaArT. PERSONNEL ENTER ‘AND LEAVE THE ZONE 

yra KuwArt AND NO SAUDI VISAS ARE NECESSARY, EVEN 

ror GETTY PERSONNEL. THERE IS NO KuwWAITI BORDER 
CONTROL BETWEEN KuwarT AND THE ZONE AND TRAFFIC PASSES 
FREELY BACK AND FORTH DAILY$ THERE ARE SAUDI CoAsT 
GuaRD AND CUSTOMS POSTS BETWEEN SaupI ARABIA AND THE 
NeuvrraL ZONE, HOWEVER, TO PREVENT SMUGGLING AND COLLECT 
Saupr puTres. BECAUSE OF THE BETTER KUWAITI ADMIN- 


ZONE PREFER TO ORIENT THEMSELVES TOWARD Koware 
AS POSSIBLE. VIRTUALLY ALL AUTOMOBILES ARBOR 
rn KowArt AND THE Port oF KuwarIT IS USED FO 

INCOMING AND OUTGOING CARGOES, 


Saupr OFFICIALS IN THE ZONE 
(4) Amir at Miwa Saup 


3) THE HIGHEST SAUDI OFFICIAL IN THE Neutral ZONE 
ts.rr SaAbtH IBN 'ABpp ALLAH Taw 'UTAISHAN, LocaTeD. 
av Mina Saup. BEFORE HIS PosTING To THE NEUTRAL ZONE 
Amrr SaLrH was Amin or Ras Tanurna, EastTERN Province, 
WHERE HE ESTABLISHED A GOOD REPUTATION AS GENERALLY 
FAIR, COOPERATIVE AND REASONABLE. AMIR SALIH REPORTS 
to HH Amrr Sa'up ren ‘App ALLaH ren JILUWI, Governor 
or THE EASTERN PROVINCE. . 


4) UnFoRTUNATELY, AMIR SALIH DOES NOT SEEM TO 
HAVE WIDE AUTHORITY OVER OTHER SAUDI LOCAL GOVERNMENT 
OFFICIALS IN THE Zone, WHEREAS THE AMIR SA'upD'S WORD 
TS LAW IN THE EASTERN PROVINCE AND THE ZONE AS WELL, 
Amrr SALIH APPEARS NOT TO HAVE THE AUTHORITY OR DESIRE 
T0 KEEP THESE OFFICIALS IN LINE OR TO EFFECT THEIR 
REMOVAL. THUS HE IS PRINCIPALLY USED AS A POINT OF 
contract For THE AMIR Sa'up, THE TITULAR HEAD. OF SAUDI 
GOVERNMENT IN THE ZONE, AND A CHANNEL WHEREBY DIS- 
GRUNDLED Saupzr GOC anp AOC WORKERS CAN BRING THEIR 
GRIEVANCES TO COMPANY MANAGEMENT. 
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5.) Vyrne FoR TOP POSITION WITH THE AMIR IS THE QADI 
av Mrna Saup, FRESH FROM HIS sTUDIES, youne HR SHAIKH 
Appun Agrz AL Muparak AL FAISAL waS BROUGHT SHARIAH LAW 
TO THE ZONE WITH A VENGEANCE. HE IS SAID TO COME FROM A 
PROMINENT RIYADH FAMILY WITH CLOSE CONNECTIONS TO THE 
INNER CIRCLE OF SAUDI CONSERVATIVE Musuims, HE WAS THE JUDGE 
IN THE TRIAL oF Nrs, DonaLp HUTTON, Gerry Zone MANAGER, 
WHO WAS ACCUSED OF DEFAMING ISLAM, AS A RESULT. OF THE 
SITUATION DESCRIBED IN ConGen DespatcH II3, THE QADI AND 
OTHER SAUDI OFFICIALS MORE OR LESS TRUMPED UP THE CASE. 
THE TRIAL WAS A TRAVESTY OF JUSTICE, ACCORDING TO ALL 
AMERICANS WHO ATTENDED IT, AND AFTER IT WAS COMPLETED THE 
Qapr av Mrwa SAUD ORDERED THE LASHING PUNISHMENT oF Irs, 
Hurron CONTRARY TO THE NORMAL PRACTICE OF SHARIAH COURTS 
WHEN CHRISTIANS ARE INVOLVED. 


6) SHATKH ABDUL AZIZ APPEARS TO BE A QUIET LEARNED 
YounG MAN. IN A CONVERSATION WITH THE REPORTING OFMICER 
HE DISPLAYED ALMOST NO KNOWLEDGE OF ANY LEGAL SYSTEM 
ouTSIDE SHARIAH LAW BUT SEEMED INTERESTED IN SOME IDEAS 
ON CONFLICTS OF LAWS. WHEN ASKED A DIRECT QUESTION 
CONCERNING APPLICATION OF SHARIAH PUNISHMENTS TO CHRISTIANS, 
HE STATED THAT THE PERSONNEL OF THE OIL COMPANIES COME 
UNDER THE LOCAL LAW AND THEREFORE ARE SUBJECT TO THE SAME i 
PENALTIES. HOWEVER, HE WENT ON TO SAY THAT CERTAIN FOR- 
EIGNERS CONSIDERED SUCH PUNISHMENT AS LASHING TOO HARSH 
AND IN THOSE CASES THE SENTENCE WOULD BE CHANGED TO DE~ 
PORTATION OR A FINE, JHE DEPARTMENT WILL RECALL THAT IN 
Mrs. Hurtow's cASE THE QApI'S SENTENCE OF LASHING WAS 
CHANGED ONLY IN RIYADH -- BUT IT IS HOPED THAT HE IS NOW 
MORE FAMILIAR WITH CONDITIONS IN THE OUTSIDE WORLD AND 
SENTIMENTS OF HIGHER AUTHORITY WITH RESPECT TO THESE 
PUNISHMENTS. 


| (c) Lapor DELEGATE 


7) THE REPRESENTATIVE OF THE MINISTRY OF LABOR AND 
SocraL Arrarrs, Sayyrp Kyanrp HUMAIDAN, rs xnown aS LaABoR 
ti DELEGATE. OR OFFICER, HE HAS BEEN ASSIDUOUS IN BRINGING 
PRESSURES ON THE OIL COMPANIES TO HIRE SAUDIS, PROHIBIT 
OVERTIME WORK, AVOID THE USE OF LABOR CONTRACTORS, AND 
SETTLE INDIVIDUAL WORKERS! GRIEVANCES TO THE. LATTER'S 
SATISFACTION MORE OR LESS REGARDLESS OF THE PROVISIONS 
or THE SAUDI Lapor REGULATIONS, HE WAS ONE OF THE 
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a i} 
INSTIGATORS OF COMPANY HARRASSMENT BY LOCAL SAUDI OFFICIALS | 
DESCRIBED IN ConGenw Desparcy IT3, Ar PRESENT, HOWEVER, HE 
SAYS HE ENJOYS GOOD RELATIONS Bore wrTH GOC ann AOC PER~ 
SONNEL AND THAT HE HAS NO REAL PROBLEMS WITH THEM, 


(D) Pusure Securnrry anp Passports 


8) Caprarn 'Appas Muyanmap MUWAIS rs rug Savor Curer 
or Pource at Mina Sauna HE HAS AUTHORITY OVER ALL SAUDI 
POLICE IN THE Zone: 385 ar Mrna Saup, II ar WAFRA, AND II 
AT KHargr, Caprarmn MuwaIS HAS ONLY BEEN IN THE NEUTRAL 
ZONE FOR A’ FEW WEEKS AND NO COMPLAINTS WERE HEARD AGAINST 
HIM, HE RECEIVED THE REPORTING OFFICER CORDIALLY AND WAS 
OBVIOUSLY PLEASED WITH THE CALL. HE GAVE NO PARTICULAR 
INFORMATION ABOUT HIS WORK EXCEPT TO STATE THAT HE SPLIT 
HIS TIME ABOUT EVENLY BETWEEN Mrna Saup AND KHAFJI$ HE 
WAS ALSO EXPECTING SOME ADDITIONAL POLICE SHORTLY, 


SaAYYID [pRawIm AL~YEMENI rs cur New Passporr OFFICER, 
His DUTIES DO NOT APPEAR TO BE ONOROUS AS MOST OF HIS 
WORK CONSISTS OF ENDORSING PASSPORTS OF PERSONS UNDER SAUDI 
JURISDICTION WHO HAVE ALREADY ENTERED THE Neurran ZoNE BY 
WAY OF KUWwarr, 


(z) Coast Guarp . 


9) Acconprwe ro Amrrn SALIH AL 'UTAISHAN’ THERE ARE TWO 
SAuDI Coast GUARDSMEN AT THE PIER av MINA SAUD AND I6 av 
KuaFoI. AOC orrrcens, HOWEVER, GIVE THE KHAFJI FIGURE AT 
25 AND THIS IS BELIEVED MORE RELIABLE. 


(F) Posrs, TenepHoNES AND TELEGRAPHS 


IO) LocaL REPRESENTATIVES oF THE DIRECTORATE GENERAL 
or Posrs, TELEPHONES, AND TELEGRAPHS ARE LOCATED AT MINA 
S4uD. JHE SENIOR orrircer rs Sayyrtp NASIR AL MAGLOUTH wo 
IS PRIMARILY RESPONSIBLE FOR TELEPHONES AND TELEGRAPHS,. 
Sayyrp aL 'ABAD rs RESPONSIBLE FOR Posts, 


If) Durrnwe 4 convERSATION THE LOCAL OFFICERS STATED 
PHAT VIRTUALLY ALL MAIL AND TELEGRAPH TRAFFIC FROM THE 
NEUTRAL ZONE WAS THROUGH KuwaI?T, EXCEPT THAT ADDRESSED 
TO SAUDI ARABIA, ALTHOUGH SAUDI MAIL WAS BEING SENT ONLY 
TWICE A WEEK TO DHAHRAN FOR. FURTHER TRANSMISSION,. A FUTURE 
SERVICE OF DAILY MAIL TO DAMMAM WAS PLANNED TO TAKE 
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| INTERNATIONAL AIR MAIL CARRIERS OU? oF DHAHRAN., A WIRELESS | 
TRANSMITTER HAD BEEN SET UP TO SEND TRAFFIC TO DAMMAM, 
BUT IT WAS NOT PRESENTLY IN REGULAR usE, BovTH OFFICERS 
EXPRESSED THE HOPE THAT GOC wouLD CHANGE ITS POLICY AND USE 
Saupr FACILITIES IN THE NEAR FUTURE. COMMENT: It IS LIKELY 
THAT THE SAUDI GOVERNMENT WILL SHORTLY BRING PRESSURE ON THE 
COMPANY TO DO SO.« 


(c) OrwEeR OFFICES 


I2.) THE REPORTING OFFICER IS NOP AWARE OF ANY 
ADDITIONAL SAUDI OFFICIALS IN THE NevtrRaL ZONE, BUT WAS 
INTERESTED TO NOTE THAT THE RIYADH BANK HAD ESTABLISHED 
4 BRANCH AT Mrna Saup. Mn. Oman SERRAJ, MANAGER, EXPLAINED 
THAT THE BANK HAS BEEN GRANTED A SAUDI MONOPOLY TO OPERATE 
In THE ZONE AND THAT IT WAS DOING A SUBSTANTIAL BUSINESS 
BOTH WITH THE OIL COMPANIES AND KuwAITI BUSINESSMEN WHO 
WANTED TO USE THE BANK'S FACILITIES. A NEW BANK BUILDING 
AND QUARTERS FOR PERSONNEL WOULD BE ERECTED SHORTLY AND NEW 
BRANCHES WERE PLANNED FOR WAFRA AND KHAFUJI. | 


Kowarti ADMINISTRATION 


I3.) THE PROXIMITY OF THE Zone TO KuwWAIT HAS RESULTED 

tn FewER KUWAITI OFFICIALS THERE AND MORE RELIANCE ON HIGHER 

KuwAI? GOVERNMENT OFFICIALS (rN Kuwarv,) IN MATTERS OF 
| IMPORTANCE TO AMINOIL., FoR EXAMPLE, THE HrGHEesT KuwAITI 
OFFICIAL IN THE ZowE IS AMIR Savem ABU HADIDA, LOCATED JUST 
OUTSIDE THE AMINOIL CAMP;;AT. WAFRA« He HAD A LOCAL FORCE 
OF ABOUT TWENTY GHAWIYYA:GGUARD FoR CE) Av WAFRA, EIGHT MORE 
av vHE AMINOIL-GETTY JOINT, JOPERATI ONS CENTER, AND SIXTEEN 
“av KHAFUI (ARABIAN OIL COMPANY 
Ts THE ENTIRE KuwaAITI FORCE AND 


AS FAR AS IS KNOWN, THIS 
DMINISTRATION IN THE ZONE. 


ConFLiIcTs oF JURISDICTION 


[4) THE PRESENCE OF TWO POLICE AUTHORITIES IN THE 
NevtraL ZONE WOULD SEEM TO BE LIKELY TO LEAD TO FRICTION 
BETWEEN THEM AND RESULT IN A VERY UNSATISFACTORY SITUATION. 
In FACT, HOWEVER, BOTH Saupr AND KuwAITI OFFICIALS IN THE 
JoNE STATE THAT THE TWO AUTHORITIES COOPERATE WELL AND THAT 
CONFLICTS OF JURISDICTION ARE VIRTUALLY NON-EXISTENT. 


T0 HAVE BEEN LAID DOWN BY THE KuwaAITI AUTHORITIES, PUSHED | 


| I5) THE BASIS FOR THE PRESENT ARRANGEMENT SEEMS 
} BY THE AMINOIL OFFICIALS. TueyY HAVE TAKEN THE POSITION THA 
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SAUDI AUTHORITIES HAVE NO JURISDICTION OVER ANY OF THE | 
AMINOIL EMPLOYEES, SAUDI OR NON-SAUDI. IN ONE OR TWO 
INSTANCES THE KUWAITI AMIR, SALEM ABU HADIDA, HAD TO GO 
TO SAUDI AUTHORITIES AND "POUND ON THE TABLE" BUT HE 
OBTAINED CUSTODY OF THE AMINOIL EMPLOYEES, (AMIR SALEM 
HAS BEEN wWiTH AMINOIL IN THE ZONE FoR ABOUT I5 YEARS 
AND REFERS TO THE company aS "my company.") Gerry OIL 
COMPANY EMPLOYEES ARE UNDER SAUDI vURISDICTION,. IN ANY 
CASE IN WHICH THE GUILTY PERSON CANNOT BE READILY ASCERTAIN-~ 
ED, BOTH AUTHORITIES CONDUCT A JOINT INVESTIGATION AND, IF 
TRIALS RESULT, EACH AUTHORITY TRIES PERSONNEL UNDER ITS 
JURISDICTION, JHE SAME PROCEDURE [S USED WITH RESPECT TO 
THE EMPLOYEES... OF. THE, ARABIAN OTL COMPANY (Japan) wit PAN) WHICH 


ComESst FUNDER THE JURISDICTION OF SAU RABIA AND HALF 
_-~ UNDER KuwarIt,. SO FAR THERE HAVE BEEN oe eens PROBLEMS, 
Bi BUT WITH ALCOHOL LEGAL FOR NON-MUSLIMS IN KUWAIT AND ILLEGAL 
35? In SauprI ARABIA THERE ARE ALMOST CERTAIN TO BE DIFFICULTIES 
hos je IN THE FUTURE. : 


oe 


SAUDI OFFICIALS NEAR THE NeuTRAL ZONE 


I6) If ©S WORTHY OF NOTE THAT THE AMIRS OF THE 
NEUTRAL ZONE AND ADJACENT AREAS ARE ALL OF THE SAME FAMILY. 
THREE BROTHERS, Amrrs TurRKI, SALIH, anv MunyammaD rBN 'ABD 
ALLAH IBN 'UTAISHAN are Amtrs or Ras Tanura, THE NevTRAL 
ZONE, AND QARYAT AL-'ULYA RESPECTIVELY. In apprrron 
Munammap's son, 'ABpD ALLAH, IS AMIR OF SAFANTIYA, 


I7) THe OPENING OF THE COAST ROAD FROM KHAFUI TO 
Ras AL NISHAB MADE IT NECESSARY FOR THE SAUDI GOVERNMENT 
TO CONSIDER LOCATING CusToms OFFICIALS Av Ras AL NISHAB. 
AT PRESENT, HOWEVER, ONLY TWO COAST GUARDSMEN ARE LOCATED 
THERE. 


I8) Tue ARAMCO LOCAL GOVERNMENT RELATIONS 


REPRESENTATIVE AD NARIYAH GAVE THE FOLLOWING LIST OF 
SAUDI OFFICIALS IN THE VICINITY: 


SAFANIYA: Amir -- Amrr ‘App ALLAH IBN MUHAMMAD AL 


'UTAISHAN 
PoLicge Orricer ~~ Seconn Lr. Yaurau Manz! 
"AS IRI 
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SAPANIYA: SUPERVISOR OF Posts & WRELESS -- SALIH AL 'ARADHI 


Carer oF Coast GuaRnD -- SULAYIM IBN "AGIL 
(He was 380 Coast GUARDSMEN UNDER HIM 


Passport OF#IcER - IBRAHIM IBN TALL 


Heap oF RELIGIous -- MUHAMMAD AL HUDA ITAL 
COMMITTEE 
NARIYAH: Amir -- MuapaRpak BIN Haman AL-NIMSHAN 
Qapr -- SHAIKH AHMAD IBN 'ABD aL-LATIF 
Drrectorn oF Customs -- SHAIKH MUHAMMAD HE TALY IE 


ith 
Poprce Carer: Muraranw BIN ‘App Anbaw AL-NUFAEL 


Supervisor oF Posts & WIRELESS -- Satan AL-SAIF 
Heap or Reprerouvs CommirTeEE - ABDULLAH IBN JAMHOOR 
Passport? OFFICER -- SALEH AL-'AGEL 


I9) Tue ARABIAN AMERICAN Orn ComPANY IS UNDERTAKING 
EXTENSIVE CONSTRUCTION PROJECTS TO. INCREASE OIL PRODUCTION 
FROM THE SAFANIYA FIELD, ONLY A SHORT DISTANCE FROM Ras: 
MISHAB AND THE ARABIAN OIL COMPANY OFFSHORE FIELD« ALTH 
THIS INCREASED ACTIVITY AT SAFANIYAH IS EXPECTED TO LAS? 
ONLY A FEW MONTHS, OTHER CONSTRUCTION ACTIVITY IN THE 
NEIGHBORING FIELDS oF Manwrra, Apu HADRIYAH AND KHURSANIYAH 
TS PLANNED IN THE COURSE OF THE NEXT TWO OR THREE YEARS, 

Saupr customs, Coast Guarp aNnp PuBLic SECURITY OFFICIALS 

HAVE VISITED THE AREA.AND ARE UNDERSTOOD TO BE PLANNING OFFICES 
(INCLUDING A NEW CUSTOMSHOUSE) AT OR NEAR SAFANIYA. 

ARAMCO, HOWEVER, IS OPPOSING THE ESTABLISHMENT oF ANY NEW 

SAG OFFICES UNTIL If CAN REVIEW THE FUTURE REQUIRBENTS 

IN THE AREA AND FORMULATE A RECOMMENDATION TO THE SAUDI 
GOVERNMENT FOR THE LOCATION OF OFFICES WHICH WILL BETTER 

SERVE THE AREA GENERALLY OVER A LONGER PERIOD RATHER THAN 
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Amconsun DHAHRA 
JUST THE SAFANIYA AREA. AT PRESENT, THEREFORE, THERE ARE 
NO FIRM PLANS For NEW SAG OFFICES IN THE SAFANIYA AREA, 
AND THE SUBJECT WILL PROBABLY REMAIN UNDER DISCUSSION 
BETWEEN THE COMPANY AND SAG FOR SEVERAL MONTHS. 


For THE ConsuL GENERAL 


Sellen tlt 


WALTER M, McCLELLAND 
AMERICAN CONSUL 
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3 ae ee suBJECT: Responsibility of Kuwait Embassy for Saudi Arabia-Kuwait 


fae Neutral Zone 


REF: Dhahran's Despatch No. 111, November 8, 1961; Despatch Ne. 
ak 113, November 9, 1961; Despatch No. 115, November 15, 1961 


AGR FRe|INT TO: Amconsul DHAHRAN \ i 
el AmEmbassy KUWAIT _ Gh 


Lasl TAR| TR |xme] [ INFO: AmEmbassy JIDDA wp eh RS B pet 
AIR 


CTA Bravy The Department encourages officers in the field to make trips into 
a 6 surrounding areas for familiarization purposes whenever possible and is 
osD. h| pleased that an officer of the Consulate General at Dhahran was able 
oes recently to visit the Neutral Zone. As the Consulate General undoubtedly 
a de) knows, the Embassy at Kuwait continues to have both consular and reporting 


aN 
NX 
G 
Bou 


responsibilities for the whole Saudi Arabian-Kuwaiti Neutral Zone, It 
ig assumed that trips by Consulate General personnel to the Neutral Zone, 
as well as reports on the subject, are coordinated with the Embassy at 
Kuwait. 


The Department suggests that the Embassy at Kuwait might wish to 
increase the volume and scope of its reporting on the Saudi Arabian= 
Kuwaiti Neutral Zone. 
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The recent signing of an oil concession agreement between Pan American 
International Oil Company and the Qu'iti and Kathiri sultanates has 
occasioned considerable interest in Jidda. The following occurrences may 
be noted: 


(1) A front page headline in the Mecca daily paper Al-Nedwa on 
November 21 proclaimed "The First Agreement of its Sort in the World". 
The article below the headline emphasized the 55-45 profit split provision 
of the Pan American-Hadramaut agreement and the governnent's option to 
participate up to 20 per cent in the operating company, with mention also 
made of provisions concerning relinquishment, natural gas, refining and 


the life of the concession. 


(2) -Nadwa on November 22 published on an inside page a. lengthy 
resume of the concession agreement based on information from Mr. Samir 
SHAMMA, a Jidda lawyer who participated in the Mukalla negotiations as 
an adviser to the two sultans. The facts given were along the lines of 


those in Cairo's despatch #239, November 9. a 


(3) The Hadrami community in Jidda entertained a cross-section of 
the city's businessmen, Saudi government officials and diplomats at a a: 
November 30 afternoon tea in a downtown hotel. The party was in honor of eas 
Mr. Shamma for his role in the concession negotiations, and he contributed: 
a short speech in which he mentioned that Pan American would begin drilling 
in the very near future. A local Hadrami merchant delivered an address Pe 
at the reception stressing appreciation for King SAUD's unstinting helpful- ‘ 
ness toward the Hadramis living in Saudi Arabia and for his assistance 
(not specified) during the negotiations. The Embassy was represented at 
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this tee, which received a lengthy write~tp on the front page of al-Nadwa the 
following day. 


End UNCLASSIFIED 
Begin LIMITED OFFICIAL USE 


Being aware of the unsettled Saudi-Aden Protectorate boundary claims and 
of Aramco's interest in future Pan American Oil Company activities in the 
area north of the Hadramaut valley, I spoke with an Aden Protectorate official 
in early October 1961 about the Pan American concession. The opportunity to 
inquire arose during my brief stopover in Aden while returning from Yemen to 
Jidda. Mr. Alastair McINTOSH, Protectorate Secretary, replied that Pan American 
would soon be engaged in oil exploration. When I asked whether he expected 
any overlap of claims with Aramco's concession area, he replied in the negative, 
then amended his remark to indicate there might be a small one. The concession 
would be granted, he said, on the basis of the 1935 line. "This is our line 
and of course we'll defend it" were his words as near as I can recall them. 
I did not pursue the subject with McIntosh, but it was obvious thet he was 
referring to the British 1935 line rather than "Fuad Hamza's Line" proposed 
the same year by the Saudis. Judging from this brief episode, the possibility 
exists of some future exacerbation of the boundary situation in this area due 
to Pan American's exploration activities. 


I am informed however, that the Saudi Government maintains a police post 
north of the line which the Aramco exploration party crossed with its consent 
in in 1955 and from which Aramco's party was expelled by the Aden Government, 
leaving behind its equipment. SAG's posture appears to be one calculated to 
avoid trouble with the UK pending the outcome of its efforts via Azzam to reach 
a face-saving accommodation on Buraimi and other boundary questions. 
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HE ARANCO WEEKLY, SUN AND FLARE, THE FIRST PHASE 
OF THE SAPANIYA BXPANSION PROGRAM WAS COMPLETED 
Novemper 22 wITH THE PLACING OF A 84~INCH PIPELINE 
LOOP EXTENDING TWELVE MILES into THE GULF ON STREAN, 
THIS BRINGS caPacITy vo 515,000 BARRELS PER DAY. 
THE SECOND PHASE, ADDING AawnoTHER JIJ5,000 BARRELS PER 
DAY OF CAPACITY, IS ALREADY APPROACHING COMPLETION. 
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[THE ARTICLE FROM THE SUN AND FLARE, WHICH INCLUDES 
A DESCRIPTION OF THE TESTING AND FLUSHING PROCESS 
NECESSARY BEFORE THE LINE IS READY FOR OPERATION, IS 
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| Tum FOLLOWING IS A COPY OF AN ARTICLE FROM THE 
November 29, I96I, rssur oF THE ARAMCO WEEKLY, SUN AN 
FLARE. 


Saranrya Trunk Lrne Loop Puacep on Stream Nov. 22 


Tur 24-rncH SAFANIYA PIPELINE LOOPING THE OFFSHORE 
TRUNKLINE WAS TIED IN AND PLACED ON STREAM LAST WEDNESDAY 
AFTERNOON. THE NEW LINE WHICH EXTENDS FROM OFFSHORE 
Piuatronm No. I to Puatrorm No. 7, APPROXIMATELY [2 MILES 
OUT INTO THE GULF, INCREASES THE SAFANIYA PRODUCING POTENTIAL 
From 270,000 paRRELS PER DAY To 5I5,000 BPD. 


FLUSHING OF THE NEW LINE, WHICH HAD BEEN FILLED WITH 
SALT WATER FOR TESTING PURPOSES, BEGAN AT APPROXIMATELY 
2 P.M. WITH THE INTRODUCTION. OF CRUDE OIL INTO THE LINE 
TO DISPLACE THE SALT WATER, THE WATER WAS EMPTIED FROM 
THE LINE av THE SAarFANIYA GOSP, WHERE SPECIAL LINES CARRIED 
IT BACK INTO THE GuLF. WITH THE BEGINNING OF THE INTER- 
PHASE--THE POINT AT WHICH THE SALT WATER AND CRUDE ARE 
MIXED TOGETHER--THE SALTY CRUDE WAS DIVERTED TO A PIT DE- 
SIGNED TO RECEIVE THIS MIXTURE. 


SAMPLES OF THE SALT WATER AND CRUDE MIXTURE WERE TAKEN 
AT REPEATED INTERVALS TO DETERMINE THE SALT CONTENT OF THE 
CRUDE (SALES CONTRACTS REQUIRE THAT THE CRUDE OIL TEST NO 
GREATER THAN TEN POUNDS OF SALT PER I,O000 BARRELS OF OIL. 
THE INTERPHASE PERIOD BEGAN AT APPROXIMATELY 5 P.M. AND 
AT 6 P.M. THE MIXTURE TESTED AT TEN POUNDS OF SALT PER 
I,000 parRRELS oF orn. Between 6 awD 6:45 P.M. TEN TESTS 
SHOWED A RANGE OF FROM TEN DOWN TO TWO POUNDS OF SALT PER 
I,000 BARRELS, AND AT THIS TIME THE CRUDE WAS DIRECTED TO 
tHE SArFANIYA GOSP FoR SHIPMENT TO RaS JTANURA. 


At RaS TANURA ALSO TESTS WERE CONDUCTED TO CROSS CHECK 
THE DEGREE OF SALT CONTAMINATION, AND THE HIGHEST SALT 
CONTAMINATION, AND THE HIGHEST SALT PERCENTAGE RECORDED 
was 0.5 pounps per I,000 BARRELS. 


DURING THE TIE-IN FLUSHING PROGRAM ON THE LOOP LINE 
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LAST WEDNESDAY, A MINOR LEAK WAS DISCOVERED AT No. I 
PLATFORM. DIVERS DETERMINED THAT THE LEAK WAS AT THE 
RELATIVELY NEGLIGIBLE RATE OF ABOUT TWO GALLONS EVERY 
24 HouRS. INCLEMENT WEATHER, HOWEVER, FORCED A STOPPAGE 
OF ALL DIVING ACTIVITY AT THE SITE LATE LAST WEDNESDAY 
AFTERNOON. DIVERS RETURNED TO THE PLATFORM LAST MonpDAY 
AND STOPPED THE LEAK. THE LINE WAS INSPECTED AGAIN 
YESTERDAY, AND NO INDICATION OF FURTHER LEAKAGE WAS 
FOUND. 


WoRK HAS ALREADY BEEN STARTED ON THE SECOND PHASE 
OF THE PROGRAM TO INCREASE SAFANIYA PRODUCTION. AN 
EXTENSION OF THE TRUNKLINE LOOP HAS BEEN LAID FROM 
PiratForm No. 7 To Puarrorm No. 8, CONNECTING TWO AD~ 
DITIONAL PRODUCING WELLS, Nos. SI AnpD 32 IN THE SAFANIYA 
Frepp. THIS LINE, WHICH WILL INCREASE SAFANIYA PRODUCTION 
capacrry BY aBour 15,000 BPD, mMusT NOW BE TESTED AND 
FLUSHED BEFORE IT CAN BE PLACED ON STREAM. 
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suBJECT: PrTROLEUM -- ee 7 = From New as 
Puant IS WorLD FIRST. 
~ ~] 
Frrvy THOUSAND BARRELS OF REFRIGERATED LIQUEFIED 
prerroteum cas (LPG) were SHIPPED DeceMpER 6 From ARAmco's 
wew 4,000 BARRELS PER DAY (TO BE EXPANDED TO T2, 000 
BARRELS PER DAY) REFRIGERATION PLANT ON THE JAPANESE 
TANKER, THE GosHU Maru. ACCORDING TO THE ATTACHED 
ARTICLE FROM THE ARAMCO WEEKLY, THE SUN_AND FLARE, 
OF THE SAME DATE, THIS WAS THE FIRST SUCH SHIPMENT FROIt 
THE FIRST SUCH PLANT ON THE FIRST SUCH TANKER. 


TO : THE DEPARTMENT OF STATE, WASHINGTON. 
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Accornpiue to Arnamco's LocaL Government RELATIONS 
REPRESENTATIVE IN RaS TANURA, THE SHIPMENT DID NOT 
PROCEED AS SMOOTHLY AS THE ARTICLE INDICATES. DEFECTS 
IN EITHER THE INSULATION OR THE SIDES OF TWO TANKS 
PERMITTED THE REFRIGERATED PROPANE TO FREEZE THE HULL 
AND FORCED THE TANKER TO LOAD ONLY BUTANE, WHICH IS 
STORED AT A MUCH HIGHER TEMPERATURE, (SEE ARTICLE) 

IN THOSE TANKS AND SHIFT THE PROPANE TO TWO OTHER TANKS. 
AS A RESULT LOADING REQUIRED FIVE OR SIX DAYS INSTEAD 


OF ONE OR TWO. 


JouN Evarts HORNER 
Amekican ConsuL GENERAL 
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Tum FOLLOWING IS A COPY OF AN ARTICLE FROM THE 
Decemper 6, I96I, Issuz OF THE ARAMCO WEEKLY PUBLICATION, 
SuN AND FLARE. 


LPG Surpment Sers Turee Wortp OrL FIRSTS 


Ras TANURA - THREE WORLD OIL INDUSTRY FIRSTS WERE 
ESTABLISHED TODAY WITH THE SHIPMENT OF 50,000 BARRELS 
OF BUTANE AND PROPANE AS REFRIGERATED LIQUEFIED PETROLEUM 
cas (LPG). 


TI? WAS THE FIRST LARGE COMMERCIAL SHIPMENT OF THESE 
GASES AS REFRIGERATED LPG. 


Tue CARGO, DESTINED FOR JAPAN, WAS LOADED FROM THE 
Apasran American Orn Company's NEW $7,500,000 PLANT, THE 
PIRST FACILITY EVER DESIGNED SPECIFICALLY TO REFRIGERATE 
PROPANE AND BUTANE FOR SHIPMENT BY TANKER. 


Tue CHILLED LIQUIDS WERE SHIPPED ABOARD THE JAPANESE 
TANKER, @HOsuu MaRU, THE FIRST SPECIALLY DESIGNED AND 
BUILT TANKER TO GO INTO SERVICE CARRYING REFRIGERATED LPG. 


BUTANE AND PROPANE MAY BE USED FOR DOMESTIC AND IN- 
DUSTRIAL FUEL AND AS A RAW STOCK IN PETROCHEMICAL INDUSTRIES. 


Tur new 46,000 DWT JAPANESE TANKER CARRIED 30,000 
BARRELS OF REFRIGERATED PROPANE AND 20,000 BARRELS OF 
REFRIGERATED BUTANE IN FIVE IO,000-BARREL INSULATED TANKS, 
RESEMBLING HUGE THERMOS BOTTLES, INSTALLED OVER THE KEEL. 


Tye PROPANE AND BUTANE WHICH MADE UP THE SHIPMENT 
HAD BEEN PUMPED UNDER PRESSURE FROM Aramco's REFINERY 
ro THE REFRIGERATED LPG PLANT IN THE Marine TERMINAL AREA, 
SEVEN MILES AWAY. 


In THE PLANT THE PROPANE WAS COOLED BY EVAPORATION 
AND THE BUTANE BY HEAT EXCHANGE. .THE CHILLED LIQUIDS 
WERE STORED, AWAITING SHIPMENT, IN INSULATED TANKS UNDER 
PRESSURE OF ABOUT ONE-HALF POUND PER SQUARE INCH. THE 
REFRIGERATED LPG INSTALLATION INCLUDES THREE OF THESE 
80,000 BARREL STORAGE TANKS--ONE FOR PROPANE, ONE FOR 
BUTANE AND A THIRD FOR MIXTURE OF THE TWO. 


REFRIGERATED BUTANE IN A PURE STATE MUST BE STORED 
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AND SHIPPED AT 50°F, PuRE PROPANE IS STORED AND SHIPPED 
AT AROUND ~409F, 


PROPANE AND BUTANE ARE LIQUEFIED TO SAVE SPACE. FoR 
EXAMPLE, I,OO0O BARRELS OF LIQUEFIED PROPANE AND BUTANE 
WHEN TURNED BACK INTO A GAS WOULD FILL A SPACE ROUGHLY 
EQUAL TO 250,000 BARRELS OF ATMOSPHERIC VAPOR. 


THE ADVANTAGE OF KEEPING THESE LIQUIDS AT LOW TEMPER- 
ATURE IS THAT THEY CAN BE STORED IN LARGE QUANTITIES AT 
LOW PRESSURE. AT ORDINARY TEMPERATURES, PROPANE AND 
BUTANE HAVE T0 BE STORED UNDER HIGH PRESSURE, WHICH FOR 
PRACTICAL REASONS NECESSITATES THE USE OF SMALLER TANKS. 


Aramco's REFRIGERATED LPG PuantT can cHILL 2,000 
BARRELS A DAY OF PROPANE AND 2,500 BARRELS A DAY OF BUTANE. 
A maxImMum or 8,000 BARRELS AN HOUR OF COOLED PROPANE AND 
BUTANE CAN BE PUMPED TO A REFRIGERATED TANKER THROUGH 
4,500 ree? OF @22-INCH INSULATED PIPELINE RUNNING FROM 
THE PLANT TO THE LOADING DOCK. 


TopAY'S SHIPMENT OF CHILLED PROPANE AND BUTANE WAS 
PUMPED FROM DOCKSIDE TO THE JAPANESE TANKER THROUGH A 
NEW CHIKSAN LOADING ARM MADE OF ALUMINUM AND BROUGHT FROM 
THE UNITED STATES ESPECIALLY FOR REFRIGERATED LPG SERVICE. 


In ADDITION T0 TRANSPORTING REFRIGERATED PROPANE 
AND BUTANE, THE GHOSHU MaRU CAN CARRY 290,000 BARRELS 
OF CRUDE OIL IN SPACES ON BOTH SIDES OF THE TANKS FOR 
THE CHILLED LIQgurIpDS. JHE BUTANE AND PROPANE CARGO IS 
FOR DELIVERY TO THE GENERAL GAS Company, AT KAWASAKI, 
JAPAN. 


Tue 726~Fo00T VESSEL IS OPERATED BY THE MrTsur STEAM- 
SHIP COMPANY UNDER CHARTER TO THE Socony~Vacuum OIL 
Company. Launcuep rn May, I96I, at tHE TAMANO SHIPYARD 
IN JAPAN, THE SHIP LEFT Tokyo on OcToBER 28 FOR HER MAIDEN 
voryaGeE TO Ras JTANURA. 
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ciara SUBJECT: Aramco-SAG Negotiations: Mid-—January in Washington? 


ConGen's tel, I68 to Dept. 


Sele 

PAE” ee 
soci usiac ions The enclosed memorandum of conversation with Robert I. BROUGHAM of 
f ae Aramco, chief negotiator for the company in the current talks with SAG, 

2 outlines in detail the status of the issues between the company and the 
Saudi Government and indicates that there is some basis for optimism on 
the outcome during the next ninety days. The OPEC demands may prove the 
most troublesome for Aramco but the Saudi Minister of Petroleum, Ahmad 
Zaki YAMANI, has given an indication that an accommodation can also be 
reached on these. Tax experts have recommended that negotiations be 
resumed in Washington in mid—January. The hard core of the negotiations 
moneywise will be the Sidon claim for a retroactive share in profits of 
Tapline. Aramco does not recognize it as a legitimate claim on the company 
but there is every indication that a tax write-off formula will be found 
making it possible to pay the Government a substantial sum, between 37 and 
82 millions, without great loss to company earnings, 


will be OPEC demands made by Iran on the Consortium and that thé|companies 
themselves are split, on how to handle the negotiations there, S ability 
in pricing of petroleum will not be achieved short of cartelizae®on and 
this is not possible, for the U.S. companies at least, ze 


The evidence continues to collect that the more diffi ve tik] cona 
h 


Zz 

The companies are disturbed at the prospect the rae will 
falter and will lead to deliberations between Washington and..Loggen with ‘ 
the prospect of U.S, and U.K, pressure on the companies to g3 ott to 
some of the OPEC demands. ‘The companies are watching both sets of 
negotiations carefully and estimating the impact of possible ie ae 


ments on their competitive situation in Europe and the Eastern sphere 
particularly. 
Le | 
FOR DEPT. USE ONLY 
Jace2 DS- 323 ee A [Jour 


BHBArds ep 12/27/62 JEHorner 


+ Clearances: 


CONFIDENT IAL “397 


Page 2 
From Dhahran 


Comment: This is the frankest discussion of the SAG-Aramco problem that the post 
has held during the current talks, Not only the issues but the role being played 
by some of the personalities emerge more clearly than ever before. 
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John Evarts Horner 
Amerfican Consul General 
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MEMORANDUM OF CONVERSATION 


SUBJECT + ARAMCO-SAG Negotiations. 
PLACE : Mr. Brougham!s Office, Aramco, Dhahran, Saudi Arabia. 
DATE : December 14, 1962. 


PARTICIPANTS: Robert 1. Brougham, Senior Vice President, Aramco 


Eugene H, Bird, Economic Officer, American Consulate General, Dhahran. 


- - - - - - - - - - -_- —_ - - - - - - - - -_- - - - - - - -~ - 


Mr, Brougham related a conversation he had held during the stopover at the 
airfield of Minypet Ahmad Zaki YAMANI on December 6, He had suggested waiting un— 
+il the new year before resuming negotiations since the Saudi tax expert was still 
working in New York with the company tax lawyers. The Minister had replied that it 
would be all right to postpone the discussions on the Sidon claim until January, 
but what about OPEC matters? Mr. Brougham had replied that they had considered 
their reply had been made to OPEC demands in October and they had been gummarized 
in the form of a paper gubmitted to the Ministry shortly before the OPEC fifth | 
conference in Riyadh November 22. The Minister noted that the position paper had 
arrived "too late" for submission to OPEC but that he had hopes that Brougham would 
not talk to him “as a businessman" but would take a broader view which could end 
in Aramco and SAG "going down the road arm-in-arm" as they had after the last serious 
negotiations and change in terms of the concession. But if Aramco persisted in its 
attitude, the impression would be left, in fact had already been remarked on, that 
the Consortium was more willing to meet the OPEC demands than was Aramco. Mr. 
Brougham remarked that he had asked for such evidence and the Minister had replied 
that the Consortium seemed willing to continue the talks and were taking measures 
+o assure the producing oountries a stable jneome for their future. They were also 
studying the elimination or reduction of marketing expenses. The Minister had 
finally agreed that he should talk about further negotiations with Deputy Minister 
Hisham Nazir during hig absence in Japan. 


Mr, Brougham related the ensuing conversation with Nazir in the capital on 
December 9 which ended with the proposal that the Minister be queried upon his re- 
turn December 25 about resuming the talks in mid-January in Washington on the 
Sidon claim, as proposed by Mr. Barker, the Saudi-hired tax expert, This would 
give Mr. Brougham an oppor tunity to consult with the four parent companies in 

New York in early January about the OPEC demands. Postponement of the negotiations 
was agreeable with Aramco but he had no indication on the attitude of the Minister 
nor the Crown Prince who would certainly be consulted. If the proposal were ac~ 
cepted, only y_the subject of | the Sidon claim and 1% relatively complicated tax 
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problem would be discussed in Washington. Any agreement would be only tentative 
and subject to a final round of talks in Riyadh of course, The Minister had 
indicated that if the companies did not meet the OPEC demands, there would be 
harrassing tactics adopted, at least by SAG, that would be ‘irritating measures" 
+o the companies but not drastic. in nature, Mr. Brougham suggested these initially 
would include difficulties in visa issuances and in imports of equipment, a favorite 
Saudi tactic when negotiations were underway. 


In his talks with the Minypet chief negotiator on the Sidon claim, Abdul Hadi 
Tahir, the idea had developed that a settlement might be reached on the basis of 
deducting actual taxes paid by the companies, so far to the United States Government 
as the basis of the real profits of Tapline subject to the SAG claim, This might 
be extremely hard to determine, but it offered a possible solution. 


Mr, Brougham went into detail on the Sidon claim, pointing out that Aramco held 
a quit-claim agreement with SAG for all and any claims previous to October 6, 1953. , 
Tapline had paid out on its investment at least by January 1957 and on another basis, 
theoretically had paid off its backers the complete capital cost by January 1954, 
The subject at issue then, if the company decided to honor the SAG claim, was to 
determine a forumla that would be legally acceptable on tax grounds and would not 
exceed certain restrictions that the company had already placed on the issue. There 
were four things that the company would not do: (I) We will not go back beyond 
October 6, 1953; (2) we will not pay a 25 percent penalty or any other penalty on 
the claim as the SAG is demanding because we do not even recognize the claim as 
valid; (3) we will under no circumstancés discuss an end to depreciation allowances 
on the pipeline, now figured on a 5 percent a year basis; (4) the company will 
not agree to pay the full amount that might be theoretically figured on a January 
1954 payout schedule since we would obviously prefer to force the matter to 
arbitration. He had informed Hisham Nazir of these stipulations and in addition 
bad told him that if arbitration were refused if it came to that, the company had 
the money and what would SAG do about it? 


On an actual tax basis, Aramco had calculated the Sidon: claim would cost them 
about 46 million dollars. The actual liability back to January 1957 was 37 millions. 
, It had been suggested that the penalty claim might be paid in substance by actually 
+ going baci the necessary nuuber of months beyond January 1957 to achieve whatever 
| figure the SAG eventually agreed to. The upper limit of liability would be 82 
million which the company would not agree to in any case. The job of computing 
actual taxes paid by the off—taking vnarent companies was very complex and this is 
why the tax experts had suggested Washington as the site for the next round. 


Within the parent companies there was disagreement on how to meet OPEC. Page's 
appearance in Iran (in September) had been met by a more intransigent attitude 
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on the part of the Tranians but he had now swung around to suggesting that the 
Tranians be given some assurances that their income would not sink. Another 
British company was similarly inclined but the remaining companies were thought 
to be much harder in their line and wanted to split OPEC. 


In response to questions, Mr. Brougham said that he had not noticed any 
tendency for Saudi officials to be critical of the Venezuelans although he was 
constantly warning them in private conversations that the aim of Alfonzo was 
basically to make their competition less difficult to meet. He had recently 
pointed to the Venezuelan entry into the Buropean markets and their great natural 
transportation advantage. 


Qn relinquishment, he had constantly asked the Saudis the question, what are 
you going to do with the land? If it was leased or given to someone, they would 
simply contradict what they were saying in OPEC of the need to control production 
and keep prices high. He had had no answer to this argument. The real problem, 
jin his view, was the growing aggressiveness of independents in the field, both 
producers and marketers. Soviet oil was not so significant. The suggestion had 
been made that the companies might be able to meet competition if the governments 
would permit here and in Iran a split in profits based on realizations rather than 
posted prices. Such a formula in Indonesia was making a nominal 50-50 split an actual 
60-40 based on realizations. He had no formula for guaranteeing a producing country 
that if she adopted taxation on the basis of realized prices that she would not 
eventually face a softening market and a drop in actual revenues. He noted that 
in recent letters from parent company executives there was a fear that the UK and 
the United States were consulting with the intention of deciding that higher political 
considerations dictated that they place pressure on the companies to give in on 
some of the OPEC demands. The final problem to be hurdled would be that of co- 
ordinating the stands of the oil companies, without violating the cartel laws. 
He noted that no such restraints applied to foreign-owned oil companies. 
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Since Zmbdes 92 covering 


| the reorganisation of the Getty Oil Company manage- | 
mant in the Vewtral Zone ssdacaeeons the smbassy has learned that although there 

. 
hes been no official change in the title of Riyadh Representative Nabil Abu Second, 


egurde] hy the W sutrel Zone triumvirate (according to one ‘of them) as in 


fact Zone ihnagser var excellence, by virtue of the fact that ‘all reports from the 


Neutrel Zone, alt hough sent directly to Gore by in tonton, in fact are reproduced 


Tt has not. yot become exces on whose orders this is 1GOBGs . 


for Abu Seoud in Riyadh. 
On a recent trip to ‘the Getty camp during ‘the visit of Anbossador Hart to 


cual, the reporting officer. mS Lett with the distinct: impression that doubts ‘ 


eas - 


about the wisdom of the’ new organization of the, Gott ty Zone’ nagagenent, cepoctelly 
the role of Nabil. Abu Seoud, are, ‘ate ‘Least in’ part compensated fox ty ‘th. relief, 2 


that a Beenent for change ae ee ma de vinieh offers wae of resolution of at 
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<1 fe According Faisal Mazidi, GOK O11 Affairs official, there is currently 
ral no OPEC directive coordinating producing country resistance to August 1960 
posted price reduction for crude. GOK, he says, follows practice of 
accepting oi]. company statements of sales and royalties, but with offi- 
cial reservation of position "pending later deveidpiiente’s Althoudld 
Mazidi left open possibility of OPC action, he appeared neither afixious 
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about nor expectant of such a development. ‘ 
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a PETROLEUM: Aramco Rejects Saudi Government Claim Pertaining to 1960 42.2 Vi 
Crude Oil Price Reduction 


As was expected, Aramco has officially rejected the Saudi Government's 
claim for 22 million dollars related to the Government's non-acceptance of 

the validity of the August 1960 cut in crude oil posted prices. The company's 
position was concisely stated in its letter dated January 6, 1962, addressed to 
the Minister of Petroleum and Mineral Resources and signed by Aramcots Riyadh 
representative. The full text has been obtained from Aramco's Jidda 
representative, and is as follows: 

a 
"Please refer to your letter Noe 4137/3/8/15 of 17 Jumada II 1381 

(25 November 1961), requesting the company to credit the government's account 
with $22,212,071.55. 


We feel that we should take this opportunity to express our opinion 

that the price changes of August 1960 were fully justified. For some 
time prior to August 1960, major deals between Persian Gulf producers and 
independent refiners and marketers had been transacted at various figures, 
all substantially below the posted prices in the area, and commentators 

- on the situation had long wondered over the artificially high prices which 
continued to be posted., The prices posted had little meaning except in 
transactions between the. producers and affiliated buyers. These transactions 
placed affiliated companies in an untenable competitive position vis-a-vis 
independent biyers, who could get substantial discounts from this and other 
sources. It was inevitable that a measure of economic equilibrium would 
assert itself and that transactions between affiliated sellers and buyers 
would have to be adjusted more nearly to reflect what had become an, economic 
fact in the market. We assume that it was this fact which moved the!"govern- 
ment to approve the initial prices posted by the Arabian Oil Company 
Limited, which, if adjusted for gravity and transportation, would &ppear to 
be the same as those at which our Safaniya crude has been sold since - 


August 1960. ws re 


As the reaitzable iWalue, of Saudi Arabian oil depends upon thezacceptability 
of its price in the: ‘world’ markets, it is likewise inevitable that “the 
country's potential wealth, so far as it is measured by the valueféf oil in 
the ground, ‘willvrise and fall with the prices which buyers are willing to 
pay for it. Those buyet's include affiliates of Aramco. Like any other 
buyers, they cannot be expect’ to guarantee the government against the fact 


Sy of fluctuations in price 
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‘You will recall that the company stated its position.on- .- the sb jase 
of prices in letter Nos 6-1502-61 of 9 August 1961. We still. adhere : to this 
position, which, briefly stated, is that the company cannot relinquish | or. 
abdicate the. prerogative essential to every: business: concern: to’ determine 
the policies and prices which it believes will.ultimately yield the highest: 
returns. (In this connection, there is no assurance that, had posted prices 
not been reduced in August 1960, we would in ‘face have sold the quantities — 
of oil on which price discrepancies are now claimed.) Our agreements, and the 
income tax laws here and generally, elsewhere require the computation ‘of net 
income on the. basis. of revenues actually received or accrued, and certainly 
Aramco has neither received. nor could it properly accrue income in excess of 
that reported. Under the circumstances, we cannot comply with the request 
made in your letter. fo Hoxie = 


ay depots SR 
iho dinre 


with ‘kind regards." 
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COMMENT # * The. company made ‘the ‘gext “available ‘dalicoufidence and Se eatere. ‘that 


- it not be disseminated ‘to’ Foreign ‘Se axrvice posts. ‘out side, Saudi Arabia... -The. Embassy 
- wishes to respect this preference,” and therefore is informing . other interested 
i eetea only Of. ‘the eect of Arameots ‘official | Fejection, ‘of. ‘this, Saudi Glaine, Fi 
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| The Saudi Government has informed Aramco that, as of January 1, 1963, 
the company must compute its profits from the sale of refined products to all 


buyers without deducting marketing ox otter allowances. This decision, communi- 
cated in a letter of January 2, » addressed to Aramco's Damnam representative 
and signed by the Petroleum Ministry's Director General, culminates an exchange 


of several letters in the period December 1959 - May 1960 (see refdespatches) 

on various aspects of marketing allowancese Back in 1959-60, the Petroleum 
Ministry seemed to hold out a slight hope that it would continue to recognize a i 
marketing allowance on product sales by Aramco's offftaker companies provided 

Ras Tanura sales were expanded; in the event, however, the Government's decision 

against this allowance has been taken despite the sharply increased activity 


at the refinery since 1959. 


The Government has also directed Aramco to prepare its 1961 tax declaration 
for crude oil sales without any marketing expense deductions (as well as on the 
basis of preAugust 1960 posted prices). This directive was not unexpected, 
as the Government's intention with respect to crude sales had been clearly 
registered in the above=ment ioned correspondences 


Following is the complete text of the Petroleum Ministry's letter of 


January 2, 1962: 


tye advised you, in our letter Noe 2599/21/2/2, dated 14 Jumada If 
1379 (14 December 1959), of our decision ruling that Aramco compute its 
tax obligations on the basis of full and undiminished crude oil posted 
prices, without granting discounts of any kind. 


Your letter Noe 6=274=60, dated 17 Shatban 1379 (14 February 1960), 
stated that you were, considering our above letter to go into effect as of 
1 January 1961..in. view jof, ‘the. fact that our above letter reached ‘you less 
than the agreed ninety.days prior to (the first of) January 1960. 77 


You must consequently prep, re your 1961 tax declaratiof on the basis *. 
of the posted prices "th effect before 9 August 1960 without any dedyWt Long 
of any kind, including marketing expenseSe ; = 

a% 


| We advised you in our above letter that we would inform you at a 
i & 
; o 
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later date whether the tax on profits from refined, products would be based | 
on the posted prices without deductions of any kind.’ 


The reason.our 


decision was delayed at, the time was our desire to pursue the study of the © 


problems related to refined products, their production, and their realized 
sales pricese — BEN Geiser Seale, Seka Pele 
' We have now ascertained that the sale of products:at less than posted 
. prices’ and with a very high discount, in the neighborhood of 26% of the 
posted price, was not an incentive for your offtakers to concentrate their 
efforts on the solution: of: the. economic ,and technical. problems of the Ras” 
Tanura _ott the Goines cherafora,. officially notify you that,’ ae of 1. January 
,1963, the computation of profits from the sale of products to any and all 
buyers will be based on the posted prices for products without deductions 
of any kind. 
; ‘We stress in this letter the necessity-for your company to pay the: 
saouine of $22,212)071655. in accordance. with the contents: of our’ letter ; 


Noe 4137/3/8/153 sone? ty gumada If 1381. (25 November’ 1961);:a6' a. result 


of the reduction that occurred in the posted prices for crude oil and 
. refined products! between August. 1960 and the end of June 1961, The 
‘~ government Slso reserves a similar right in respect of the: differences. , 
‘Tentioried in ‘our above.letter with regard to ‘sales of crude oil and. ah 
'. refined products for. the period after, June 1961 and subsequent periods. 
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PETROLEUM: Saudi Arabian Refining Company Openly Criticizes Aramco 
and the Saudi Government 


| BEGEN UNCLASSIFIED | 


The appearance January 3 in Jidda daily aleBilad of a Saudi Arabian Refining 
Company (SARCO) statement signed by Sarco Board Member Prince KHALID bin Turki 
broke a long silence on the part of this company. An unofficial translation of 
the key paragraph of this statement follows: 


SUBJECT: 


“We negotiated with Aramco to buy the bulk storage plant in Jidda which 
is owned by Aramco and considered as basic to the concession granted to us 
for marketing and refining. However, Aramco requested an unreasonable 
price, so we agreed that a company chosen by Aramco should assess the 
plant's value. After its study, this company submitted a valuation which 
Aramco rejected. But we continued negotiations until we agreed on the 
value and conditions. We were about to sign the contract but we were 
surprised by Aramco's demand that we obtain a license from the Government 
in spite of the fact that we possess a final and legal concession. 

Several months ago we approached the Government in order to meet Aramco's 
demands, but we were faced by red tape which blocked our activities, and 
also the Government submitted proposals unrelated to our case. We are now 
expecting that all obstacles and difficulties will be eased, and then we 
will &Stgn a contract for the building of the refinery so as to achieve a 
firm, practical step in accomplishment of our huge project. We will keep 
your newspaper informed about future developments." 


END UNCLASSIFIED 
BEGIN CONFIDENTIAL 


COMMENT: No definitive explanation can be offered as to the reason for 
Sarco's choosing this time to criticize Aramco and also mildly scold the Saudi 
Government. It may be. that the:statement, which took the form of a letter & 
addressed to al-Bilad's Chief Editor, was prompted simply by a front page aleBilad 
article of December 27, 1961, which alleged that Sarco's fortunes had recently 
taken a turn for the better "now. that its difficulties with some government circles 
were resolved". On the other hand, ‘Sarco could conceivably have planted the =p, 
December 27 article as a peg on which to hang Prince Khalid's statement. Av anf 
rate, this attack on Aramco is at variance with Sarco officials! past exprégsions 

Mee apprantat ian for Aramco's noneobstructive attitude during the 1960-61 nggetiation 
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between the two companies. 


Information presently available indicates that Saudi Petroleum Minister 
TARIKI is persisting in his efforts to achieve some sort of government takeover 
of a majority share of Sarco or, failing that, to scuttle the company's plans. 
Also, there have been unconfirmed reports that Lebanon's Emile BUSTANI is dickering 
with the Ralph M. Parsons Company of Los Angeles to join in planning a large 
oil refinery at Jidda under Sarco auspices. According to these reports Bustani 
sees this project as a possible means of entree into the Saudi economy which 
up to now has been an inhospitable one toward hime 
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ACTION DEPARTMENT 209, INFORMATION JIDDA 264, LONDON, BAGHDAD, 
CARACAS , KHORRAMSHAHR, KUWATY, TEHRAN, BELRUT UNNUMBERED 


i. dn anticipation call by ARAMCO President Barger on Depart~ 
wwatal officers, we reviewed today with pertinent ARAMCO 
officials current status of problem areas confronting ARAMCO 
viseaevis SAG. While much dackground information either 
available in Department or obtainabie from ARAMCO's Washington 
office, believe succinct statement of way ARAMCO presently 
wiews its relations with SAG may be useful, 


Since last December, ARAMCO has received some seven letters 
from Tariki, . some touching on old problems, and others 
raising new demands, if ARAMCO were to accede to all these 
SAG claims, cost would be in excess $200 milion, 


nf) 


3. ARAMCO's major problems stem from theories Saudi Minister 
Fetroleum Abdullah Tariki, whe maintains AKXAMCO should divest 
4eself of its four American owners, become 3 Saudi corporation, 
pest own prices and sell directly to anysne wishing to buy. 
integrate into all phases ef o1L industry cigit down to service 
stations so that when concession ends Saudi Arabia will have a 
complete going concern, Farticular problems include ARAMCO "s 
inability comply with posting and selling demand both fer busi- 
ness econonic reasons and because of possibilities anit-trust 
complications with United States Justice Deparcment, Outstand- 
ing example major problem based on this silemna is sale on 
asphalt to Jidda merchant named Gadayel foc export to Yeman, 
ARAMCO uneble sell direct for export as Sauais demand and off 
takers unebie sell this particular cargo because end use for 
CHICOMS IN Yemen hence forbidden by United States Government. 
/Another 
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-2- 209, January 25, 8 a.m From Dhahran 


Another example third party trading companies which Saudis 
refuse to permit despite clear possibility increased oil 
sales because idea appears to Tariki to be conflict his 
integration theory. 


4. Largest single financial potential liability is Sidon 
claim where Saudis claim share in profits imputed to ARAMCO 
from uplift of oil through pipeline to Sidon. Tariki public - 
ly states this claim worth $180 miliion. ARAMCO states it 
owes nothing is willing to resume arbitration entered into 
several years ago but suspended at Saudi request to seek pos- . 


sible compromise. 4664-799 


Other current problem areas as foliows: A. Setting of pos- 
ted prices (CONGEN airgrams A-33 action Department, and G-28 
action Jidda THPO DEPT. Sey and previous). Tariki'’s latest 
letter about posted prices €peated insistence on consulta- 
tion before any change, up or down. 

; ee 
Bs Deductiods? fda S¥eee4 prices in figuring taxes (CONGEN 
Despatch 269 page 15). Letter also states 1961 taxes should 
be figured on posted prices without allowance for crude dis- 
counts or audited marketing expenses. ARAMCO estimates 
additional tax $33 million. Beginning 63, no discounts to be 
allowed on products sales. 


C. Deductability of expenses incurred outside Saudi Arabia and 
donations (Jidda Despatch 412 page 3 of enciosure 1). New 
York office and ARAMCO sis hae expenses principal items not 


allowed. eo AA SPD 

6. Following problems not currently troublesome: 

A. Profit-sharing revision (Jidda Despatch 412, item 5). 
B. Relinquishment (Y#TD). 

Cc. _ Conservation and utilization of natural gas (iBID>).. 


D.. SARCO (Jidda Despatch 153 and CONGEN Despatch 2%: 
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chee PETROLEUM: SAG-Aramco Discussions of "Sidon Claim" and Trading Company 


Topics Leave Issues Still Unresolved MELEE , 


Enclosed are copies of documents obtained recently from the Aramco wae 
representative which may interest the Department They are: 


1 A November 28, 1961 letter, with 7 attachments, from Aramco Senior 
Vice President Re I. BROUGHAM to Aramco's New York office describing discussions 
with Saudi Petroleum Ministry officials concerning the Tapline ASidon claim 
problem and the matter of trading companiese 


2 ~ A letter dated December 30, 1961 from the PetrdleumMinistry to 
Aramcots Dammam representative reiterating the ministry's objection to the 
company's export marketing practises and to the trading company concept. 


This correspondence brings out certain points of special interest, though 
none of them are new revelations: 


1 ~ Aramco's conviction that it owes no additional money to Saudi 
Arabia with respect to sales made at Sidon, and that any impartial 
judge would uphold this conviction. 


2 - Aramco's continued unwillingness, in any event, to consider 
any compromise settlement of the Sidon claim unless and until satisfactory 
arrangements can be agreed for the future operation of Tap lines; 
wend 
3 ~ Petroleum Minister TARIKI's self-made predicament whereby, having 
made grandiose public claims about the amount "owed" by Aramco on past~, 
sales at Sidon, he now would find it extremely difficult to endorse any: 
kind of reasonable compromise even if he wished. nes 
4 = Tarikits firm opposition to the establishment of "third party" 
trading companies (i.e., trading companies unaffiliated with Aramco! 
_ offtakers), a.technique Aramco believes likely to increase opportunities for 
| long-term sales ‘of: crude. oil to buyers not affiliated with Aramco's owners. 


| 5 - The distrust between two of Tarikits key lieutenants, Legal Ad- 
visor Frank ‘HENDRYX and Accounting Consultant Francis PRYOR (both Ame 
ne a cas wis) oa 
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According to the Aramco Jidda representative, conversations in Riyadh on 
January 6 between top Aramco officials and both Tariki and Grown Prince FAYSAL 
touched upon the Sidon claim among other topics. At this meeting Prince Faysal HapaxKey 
departed from past practise by showing a willingness to allow the Sidon claim 
eventually go to arbitration. In a separate meeting earlier in the day, 

Tariki came up with the novel idea that Tapline faced an uneconomic future as 

an oil carrier and should perhaps be converted into a natural gas pipeline 

aimed at supplying the Egyptian and other marketse The Aramco officials agreed 
to give this some thought, although they consider it is an absurd idea especially 
coming from someone who for years has espoused the concept of yet another oil 
pipeline between the Gulf and the Mediterranean. 


COMMENT: Although Aramco would like nothing better than to settle the 
Sidon claim once and for all (a feeling apparently shared by Frank Hendryx), and 
despite the fact that the King has expressed to Aramco officers his desire 
for a settlement, the Embassy sees no agreement in sight so long as Tariki 
calls the shots on Saudi Arabia's oil policies. 
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Parker To Hart 
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Thahwen, Sesdi Arabis 
23 Moreuher 1961 


MEMURARDO A: 
4s wes chaired te Becare, Henéryx ott Seyor curing om discuss Low 

ln, Dative oc: Che lth ox 19th of hopember IgGl, opperbunities fox the sale 

ny Amato's offtakeres to unaffiliated third parties would be ieproved wore 

2% meantble to offest such sales through trading companies set up by te ' 


third partied. 
ma getaile of this technique have been explained to Eis Exellenmy 
the Kinteter of Putwoleus: and Hinerel Resources. in mubstance, it consists 


in the areation Ly the third perty of a trading company wnieh weld be gsub-= 
geet to Saudi Arabian Inco tans. Tis treading commany would buy fron 
drome theough coe of framco's ciftakers at e “halfway” ce attractively 
dieceunted prices, om which Arauco would pay epplicable Saudi Arabian inocne 
anes as wail. The tring company would volt to ite principels at pooted 
prieen om cesereial reallaation priest, ai would pay applicazle Sewil 
frabien ingeos tames on toe profit mate. The mun of these Go tax payments 
weed exactly equal the tax which Aremeo vwruid pu bad it onde the aale at 
the posted or seaiination price teself, Tee, mething whetzoover ia lect 
to the Gavernaunt in mevemse, ‘The tecrmiqgue has oongiderable athractian 
for the thin? pari beceume he om: obteln orice at a “halfway” or aintler 


melee amd, although the cod! frabien dxaone tan would oopear partialiy te 
effeet this advantays, tan credit cppertnnities elemdiers overtone Beer ai 
aifricalty. 


We therefore earnestly request a review of this matter by the 
Govyerument. We shonld add that we do not ask for this review 2s a vondi- 


tion upon cur proposals for scttleasnt of the Sidon Claim ani future cper- 
ations of ‘ pling contained in our assoremtus of even date herewith, 
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patcrence ie made to Letter Wo. 6~a461-61, deted 16 Rajeb 138) 
(24 December 1961), of the Gompany Kepresentative, Riyedh, to vhish ws attached 
a eesorentus regercdiag the eo tailed sreding eompani ea, 


de would assure you et She yuteet that tris Qevernment is always 
Vatevestac in @ny cass Line le mann A trat would result in af {nereaee in OF 
ob) apie. sewed na we@ bave wet, Cocth An deteil in the pest, we do not look 
apem the vreetion of trading oompanies a8 8 weens of this type. The Gompeny 
tan bem, in the past, and @tilh ja unwikting tc aseure us that the use of trading 
acupaninas woud Pedic t ih OD BTpHel af the e@ope af our oil sales. We aro, 
ryoparori, mom ep ie te GOP w Te tig ree of these companies a8 & nere hypothett- 
ae) pogelell4 by for a. increase ii. cit seies with @ consequant inerease in the 
ee Se a EAB we mist clears, aduit thet the se of nrading compan 6 
dooid promeriiy repreosrt & oeavarniet waae for Avamco's owners ard offtakers 
Ip enag cmuactloa, We woud state beso ouce agait cur unqua).s£4 ed objectian tc 
the eontinved use of the present por tpoiietic means through which Seudt oa] 48 
Aiepoesd of, we must alao reiterste or Cirm belief that the sales asthed used 
at present, by Sree cope ob asrve brs anterqats of the Kingdes in the beat 
peseioie ve et. it iw aloo eeident that ths seticod doea not at present re- 
sult in the sound Yeve,opeant of our parbro! ous aid doew not lead to the greatot” 
salve cosiisation for our petroleus. Under the preaant of fvaxing 
te Seudi Abreviate income remains ailwaye at the mercy of Aresco's 


- feng. to the selatian af yout provles bn a sere positive and effective 
‘megane thes the ateptionef any other neane, including the coven led . trading 
Under the agreement concluded with it, your OQuapeny bas the Jegal 
pasie and tie receseery guthority to discharge tte obligations ib reapect of oii 
ease in the manner we valieve euch obligstimns pnould be discnarged. We would 
epecifieally drev your attention in this sonnestion to the contents of Artiaic 3%. 


_ In vie: of the foregoing ve fin no reseon to ehange the opinien vhich 
ve have previously ast fort! in respect of treading companies. Wwe consider these 
e nies as @ means giving no aseure.ce that. it would necsesariiy load te the 
realisation of t}i8 Kingdoa's best Antereate. 
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; : 
TRSY DAMASCUS TELEGRAMS 3867 389 To DEPARTMENT e 
RvR = NEW SYRIAN AMBASSADOR. TO SAUDI ARABIA; ZAKI AL-JABI » MADE 
COURTESY CALL ON ME JANUARY: 29 AND IMMEDIATELY REQUESTED MY 
HELP IN DETERMINING WHETHER DEPARTMENT DISCUSSED WITH BARGER 
OF ARAMCO KING SAUD'S PROPOSAL THAT ARAMCO_ADVANCE $14 MILLION 
TO SARG AGAINST TAPLINE TRANSIT PAYMENTS: EXPLAINED HE WAS 
MEMBER OF ECONOMIC DELEGATION WHICH VIS!TED RIYADH EARLY LAST 
NOVEMBER AND WHICH REQUESTED URGENTLY CASH ASSISTANCE FROM SAG. 
IN PRIVATE CONFERENCE ATTENDED ONLY BY YUSUF YASIN KING INFORMED 
AL-JABL SAG NOT_IN POSLTLON JO_OFFER_ARDITIONAL CASH LOANS. 
FURTHERMORE DESIRED AVOID CRITICISM CAIRO PRESS AND RADIO. HOW- 
EVER KING UNDERTOOK TO PROMOTE ASSISTANCE FROM KUWAIT AND QATAR. 
: 


ene thy 688 


SSADOR ADDED THAT KING SAID HE WOULD IN FACT "INSIST" THAT 
(CO LEND $14 MILLION WITHOUT PREJUDICE TO NEGOTIATIONS BETWEEN 
G AND TAPLINE- AL-JABI WISHED ARAMCO COULD BE INDUCED TO 


Ge 


OVIDE LOAN TOTAL OF $14 MILLION: WHICH IS WHAT SYRIA BASICALLY 
_ N@EDS. : x ae 
© ,l-JABI INDICATED NO LOAN OFFERS THUS FAR FROM KUWAIT OR QATAR= Seq 
BQchaTED IRMQ HAD "OFFERED" LOAN TO SYRIA BUT THAT SARG PREFERREDS Q 
_ §&°MBr Become OBLIGATED TO IRAQ NOR FOR THAT MATTER TO KUWAIT IN a, & 
Sg WIEW.1TS STRONG INTEREST TN RETAINING DECENT RELATIONS WITH AR 
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a The Department is correct in assuming that trips by personnel of the 
Consulate General in Dhahran into the Saudi Arabia/Kuwait Neutral Zone are 
fully coordinated with the Embassy at Kuwait. The trip by Mr. McClelland in 
question was fully cleared in advance with Embassy Kuwait. As for the coordina- 
tion of reporting on the Neutral Zone, I am assured that the general subjects 
which were to be examined by Consul McClelland in the Dhahran despatches to 
which CW-4634 refers were discussed with the Chargé in Kuwait during the visit 
as well as by correspondence with the Chargé in Jidda prior to the visit. 


My view is that Dhahran officers should record their observations on 
these familiarization trips and report such observations, with comment, 
either (a) directly to the Department, sending a copy to the Embassy at 
Kuwait and to me for information and possible further comment, or (b) in- 
directly through the Embassy at Kuwait, where further comments can pe added 

- either in transmitting the report to the Department and to me or in a follow- 
ing communication. In the interest of saving time, alternative (a) would be 
preferable and would be quite satisfactory to me. I defer, however, to the 
Department's wishes in this regard and shall be glad to have these defined. 


I am sure that Jidda and Dhahran will both be on the distribation list 
for Kuwait Embassy reports concerning the Neutral Zone. Apart from my 
accreditation to Kuwait and consequent interest in all reports from the 
Embassy there, both posts in Saudi Arabia should be kept informed, I believe, 
concerning the labor problems, labor regulations, and other political and 
administrative problems observed in the Neutral Zone, especially as they 
affect relations between the oil companies operating them and the Saudi 
Arabian government. 


With respect to the Department's desire that Embassy Kuwait increase its 


reporting concerning the Neutral Zone, it should be noted that the ecsnomic 
2g 
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section of the Embassy consists only of Mr. Mitchell, acting DCM to Chargé Make 
He is already being worked to the limit and is doing a first-rate job. He will 
require an assistant if reporting is to be increased. 


oS, 


Parker T. Hart 
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SUBJECT: 


Tam ARABIAN AMERICAN OIL COMPANY MADE GROSS PAX 
AND ROYALTY PAYMENTS oF $88, 943,862 To THE SAUDI 
ArnsB GOVERNMENT DURING THE FOURTH QUARTER OF I96I, 
COMPARED witH $82,051,509 IN THE FOURTH QUARTER OF 
1960, an INcREASE oF 8.4 PER CENT. THE PAYMENTS WERE 
ABout $2.1 MILLION MORE THAN IN THE PREVIOUS QUARTER 
AS BOTH COMPONENTS ROSE. ASSIGNMENTS OUT OF INCOME 
TAX REMAINED AT $6,500,000 PER MONTH. 


FoLLOWING IS A TABULATION OF GROSS TAX AND ROYALTY 
PAYMENTS MADE BY ARAMCO TO THE SAUDI ArAB GOVERNMENT 
From OCTOBER THROUGH DECEMBER I96I. THESE FIGURES HAVE 
BEEN MADE AVAILABLE TO THE CONSULATE GENERAL ON A 


CONFIDENTIAL BASIS. 
Company Income Tax ToraL GROSS 


MonvTH ROYALTY on I96I INCOME Amount PaID 
Ocrosen $9,975,816 $20, 303, 67 $30,453, 983E/ 
Novemszr 8,893,598 20,303, 167 29,196, 765 
Deceuaen 8,989, 947 20, 303, 167 29,293, 114 


Tum DETAILED MONTHLY ARAMCO PAYMENT FIGURES FOR 
OcroseR, NevemBeR AND DECEMBER I96I ARE ENCLOSED. 
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I/ Incuvpes $175,000 parp UNDER ARTICLE 7 or Arnamco's 
Decemper 30, [950, AGREEMENT TOWARDS THE EXPENSES, SUP~ 
PORT AND MAINTENANCE OF REPRESENTATIVES OF THE SauDpI ARAB 
GOVERNMENT CONCERNED WITH THE ADMINISTRATION OF Aramco's 


OPERATIONS. 
HN Evarts HORNER 
| American ConsuL GENERAL 
ENCLOSURES: © 


Aramco's PAYMENTS TO THE 

SAupr ARAB GOVERNMENT FOR 

OcroBER, NovEMBER AND 

Decemper I96I. (5 copres) 
Copy TO: 


Amenpassy JIDDA (WITH ENCLOSURE) 
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ARABIAN AMERICAN OIL COMPANY 
PAYMENTS TO THE SAUDI ARAB GOVERNMENT 


OCTOBER 1961 


Net Crude Runs from Field Storage During Month 
of Septenber 1961 (Tons) 5,848,516 


Gross Amounts Paid: 


Royalty - crude $ 9,975,816 
Company Income Tax on 1961 Income 20,303,167 
Article 7 of December 30, 1950 Agreement ; 175,000 

Total Gross Amounts Paid $ 30,453,983 


Deductions from Company Income Tax: 
Assignment out of 1961 Income Tax 6,500,000 - 


NET FUNDS RECEIVED DIRECTLY BY SAUDI ARAB 
GOVERNMENT FROM THE ARABIAN AMERICAN OIL 


COMPANY $ 23,953,983 


Distribution of Net Funds by Currencies 


U. S. Dollars $ 13,104,316 
Pounds Sterling 10,757,225 
New Francs 92, 442 


Saudi Riyals - 
$25,993,209 


Amounts are stated Werein in U. S. Dollars or U. S. Dollar 
equivalents per agreements. 


Dhahran, Saudi Arabia 
October 22, 1961 


ARABIAN AMGRICAN OIL COMPANY 


PAYMENTS TO THE SAUDI-ARA5 GOVERNMENT 
DECEMBER 1961 


Net Crude Runs from Field Storage During Month 
of November 1961 (Tons) 


' Gross Amounts Paid: 
Royalty ~- Crude 
Company Income Tax on 1961 Income 


Total Gross Amounts Paid 


Neductions from Company Income Tax: 
Assignment out of 1961 Income Tax 


NET FUNDS RECEIVED DIRECTLY BY SAUDI ARAB 


a A Ao ne 


GOVERNMENT FROM THS ARABIAN AMSRICAN OIL 


ns a OS TT a AD 


COMPANY 


Distribution of Net Funds by Currencies 


————_e 


U. S. Dollars 
Pounds Sterling 
New Francs 


Amounts are stated herein in U. S. Dollars or U. 3. Dollar 
equivalents per agreements. 


Dhahran, faudi Arabia 
December 26, 1961 


5,227,013 


$ 8,989,947 
20,303,167 


$29,293,114 


$12,660,384 
10,040,288 
Je AN 2 


$22,793,114 
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ARABIAN AMERICAN OIL COMPANY 


PAYMENTS TO THE SAUDI ARAB GOVERNMENT 
NOVEMBER 1961 


Net Crude Runs from Field Storage During Month 


of October 1961 (Tons) 5 9195 9354 


Gross Amounts Paid: 
Royalty - Crude $ 8,893,598 
Company Income Tax on 1961 Income 20 , 303,167 


Total Gross Amounts Paid $29,196 ,765 


Deductions from Company Income Tax: 
Assignment out of 1961 Income Tax 6 500,000 


NET FUNDS RECEIVED DIRECTLY BY SAUDI ARAB 
GOVERNMENT FROM THE ARABIAN AMERICAN OLL 
= GOMEANY $22,6% ,765 


Distribution of Net Funds by Currencies 


U. S. Dollars $12,600,559 
Pounds Sterling . 10,003,764 
New Francs 92,442 

$22 ,6% ,765 


Amounts are stated herein in U. S, Dollars or U. S. Dollar 
equivalents per agreements. 


Dhahran, Saudi Arabia 
November 26, 191 
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AccoRDING TO THE CONSULATE GENERAL'S BEST 
INFORMATION, P4RT OF THE MURBAN FIELD IN Apu DHABI 
DOES LLE WITHIN THE AREA CLAIMED BY SaupI ARABIA AND 
ANY FIELD, SUCH AS THE POTENTIAL GHABAK FIELD, LYING 
“PHIRTY MILES TO THE SOUTHEASS WOULD CERTAINLY LIE WITHIN 
‘PHAT AREA. ACCORDING TO THE MAPS AVAILABLE TO THE 
ConsuLAte GENERAL, INCLUDING THOSE PREPARED BY THE 
ARABIAN-AMERICAN OTL GOMPANY, THE SAUDI CLAIM IS HARDLY 
MORE THAN TEN MILES FROM THE COAST IN THE VICINITY OF 
MurnBAN WHILE, ACCORDING TO PETROLEUM DEVELOPMENT. 
(frucraL Coast), THE FIELD, ENTIRELY ON SHORE, EXTENDS 
ABOUT TWENTY MILES FROM NORTH TO SOUTH. 
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a _Joun Evants HORNER 
ffpe | American CowsuL GENERAL 
ENCLOSURE: *” 
' Map sHowxnce ConrLICTING 
GLAIMS IN THE AREA OF THE 
Murpan FIELD, 
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SUBJECT: 


AccorpiIne To THE ARABIAN AMERICAN Ort Company 
PUBLICATION, SUN AND FLARE, OF JANUARY I0, I962, 
ARAMCO SET NEW ANNUAL PRODUCING AND REFINING RECORDS 
tn I96I AND A NEW MONTHLY PRODUCTION RECORD IN 
Decemper, I96I. PRrobDucTION FOR THE YEAR WAS 
1,392,518 BARRELS PER DAY, UP TI.7 per cent over 1960, 
WHILE REFINING was up [0.6 PER CENT TO 248,894 BARRELS 
PER DAY, CONSIDERABLY MORE THAN THE REFINERY'S RATED 
CAPACITY. PropucTION IN DECEMBER WAS I,555,559 BARRELS 
per DAY, uP [9.6 PER CENT FROM NovemBer. On DECEMBER 22, 
propucTion REACHED I,745,946 BARRELS. 
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Accorpinc To Mr. Tuomas (. Barcer, PRESIDENT -OF 
ARAMCO, THE FORECAST FOR [962 PRODUCTION HAS BEEN “RE- 
VISED UPWARD BY [50,000 BARRELS TO I,450,000 BARRELS |. 
pen DAY. ALTHOUGH EUROPE'S COLD WINTER IS IMPORTANT |, 
AT THE MOMENT, THE IMPORTANT LONG-RANGE FACTOR Is. THAT 
A MEDITERRANEAN STORM HAS DELAYED WORK ON THE LOADING 
| FACILITIES AT Mensa BREGA, THE OUTLET FOR STANDARD OIL 
or New Jersey's ZeELTEN FIELD IN LrIBYAa. As A RESULT 
i JERSEY WILL NOT BE ABLE TO SUPPLY AS MUCH OIL FROM 
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AccoRDING TO THE ARAMCO PUBLICATION Sun AND FLARE 
or January SI, I962, AramMco'S LOCAL PURCHASES TOTALLED 
TI.3 MILLION DOLLARS DURING I96I, MORE THAN TWICE THE 
[960 rrcurE. AS A RESULT, LOCAL MERCHANTS HAVE BEEN 
ABLE TO START DEALING IN NEW ITEMS AND TO DEVELOP THEIR 


FACILITIES AND ORGANIZA TION. 


ADDITIONAL DETAILS ARE IN THE ATTACHED COPY OF THE 


Sun AND FLARE ARTICLE. 


oun Evarnts HORNER 
AmeRICAN ConsuL GENERAL 


ENCLOSURE: y 


Copy OF AN ARTICLE 

From January S5IsT ISSUE a 

or SUN AND FLARE. ah 
Oo 


some OY ze 
=~; Ug d 
i 


Copy TO: . . 
is Amempassy JIDDA . s 4 go 
ee) ee 
_gorertieeep ss UNCLASSIFIED __ a 


REPORTER 


FORM 
S-439 GPO 912596 


a 
6-9 For Department Use Only - To be Filled In on Yellow Original ONLY 
ACTION ACTION N 
ASSIGNED TO. TAKEN oTeO 
action 2% f{o 2 TO RM/R : 


& OFFICE SYMBOL Yung veleé 
HOE 


Pa I of 
; | [ UNGL ASSIFIED _ | Endl Nop ay 


"(Classification Desp. No, 
= hey: ee) Ra DHAHRAN 


THE FOLLOWING ARTICLE IS TAKEN From THE January OL, © 
[962, ISSUE OF Arnamco'S WEEKLY PUBLICATION Sun AND FLARE. 


LocaL PURCHASES SOAR TO New HrcH; 
$II.3 Mrputon DovBLes T960 LeveL 


DyHAHRAN'S PURCHASING DEPARTMENT ESTABLISHED A NEW 
wrtoH FoR I96I OF APPROXIMATELY $II.3 MILLION IN MATERIAL 
BOUGHT INSIDE THE KINGDOM. 


IN SETTING TIIS RECORD, [960 LOCAL PURCHASES OF $4.6 
MILLION WERE MORE THAN DOUBLED. Tug NEW LEVEL EXCEEDED 
BY SOME [5 PER CENT A PREVIOUSLY ANNOUNCED GOAL FOR LAST 
yEAR OF $9.6 MILLION. 


PART OF THIS LARGE INCREASE CAME FROM MAJOR ITEMS 
PRUCHASED LAST YEAR FOR THE FIRST TIME FROM SaupI ARAB 
SUPPLIERS. THESE ITEMS INCLUDED LINE PIPE FOR NEW SAFANIYA. 
FIELD FACILITIES, REFINERY CHEMICALS, DRILLING ADDITIVES, 
MOTOR VEHICLES, AND EXPANSION OF GENERAL COMMISSARY GOODS. 


Nor INCLUDED IN THE RISING LOCAL PURCHASING FIGURES 
IS AN EVER-INCREASING VOLUME OF FRESH PRODUCE, GROWN LOCALLY 
AND SOLD DIRECTLY TO THE CONSUMER. 


WITH INCREASED DEMANDS OF THE LOCAL ECONOMY, COMPETITION 
HAS INCREASED SHARPLY WITH MANY NEW VENDORS ENTERING THE 
MARKET. AND THE LOCAL ENTREPRENEUR HAS BEEN ABLE TO DEVELOP 
ORGANIZATION, FOLLOW-THROUGH, PLANNING AND LOGISTICAL SKILLS 
T0 MEET THIS EXPANDING ECONOMY. 


BUYERS FROM DHAHRAN PURCHASING NOW PLACE ORDERS 
WITH SOME 200 VENDORS THROUGHOUT THE COUNTRY. 


COMPANY OFFICIALS ARE WATCHING WITH INTEREST THE RAPID 
DEVELOPMENT OF A COMMON CARRIER SERVICE. A TREMENDOUS AD-~- 
VANCE IN EFFICIENCY, THIS INVOLVES DELIVERY VAN SERVICE 
OF MATERIAL DIRECTLY FROM WAREHOUSES TO OUTLETS. 


WAREHOUSING SPACE IN AL-KHOBAR AND DAMMAM INCREASED 
CONSIDERABLY DURING I96I so THAT ADDITIONAL MAJOR ITEMS 
COULD BE PURCHASED IN ADVANCE AND STORED UNTIL NEEDED. 

SoME OF THESE FACILITIES WERE AIR CONDITIONED. 


_ | 22 


|_uwcnasszrrep 


- 
Authority t44S'7 
eV OTS ‘NARA Date. 


| UNCLASSIFIED D | Enel. No. 
(Classification) Desp. No. 


we 
From 


* ne Dz H NT. 
f IveEmMS STOCKED IN LOCAL WAREHOUSES INCLUDED 
COoMMISSARY AND CANTEEN ARTICLES, REFINERY OPERATING 
CHEMICALS, DRILLING MUDS y REFRIGERATORS, PAINTS, TIRES, 


TUBES AND BATTERIES. 


ee 


[UNCLASSIFIED _| 


settee 4 


PRIORITY (Security Classif cation) 4, : zai 
FORH®IGN SERVICE DES PAAQH 3 Go lat J 3-42 
AmEmbassy J Ipps ; s os eo ar nas ean manimamimaiidd al 


DESP. NO. 
THE DEPARTMENT OF STATE, WAS fcyo : February 85 oA OP i Cnr 
A 
A CA Oe 
7 a it att? 2 


SUBJECT: 


- 


= 


CONVERSATION WITH SAUDI PETROLEUM MINISTER tABD ALLATI TARIEI L Vga ~7 


4 visit to Riyadh enabled the reporting officer to call on Shaykh 'Abd aiak 
TARIKI, Saudi Minister of Petroleum and Ninera Resources, at his office on 
January 30. The conversation took place across the Minister's desk piled high 
with an amazing variety of oil periodicals, ationg which were prominently placed 
copies of Wanda JABLONSKI's "Petroleum Intelligence Weekly". Highlights are 
reported below. 


After a few welcoming remarks, the Minister commented that he had been 
continuously present in Saudi Arabia for nearly four months and that this was 
about the longest unbroken stay at home in his memory. Affairs of his own 
ministry plus those of the Cabinet and the Supreme Planning Board had kept him 
extremely busy, he said, but there would be less time for this business in the 
moaths ahead in view of his spring travel schedule. He hoped to fly to Venezuela 
in February to attend a preliminary Organization of Petroleum Exporting Countries 
(OPEC) meeting which would prepare the agenda for the April OPEC Conference at 
Genevae During early May he planned to attend the semieannual Aramco Board of 
Directors meeting at San Franciscoe (The Minister did not mention his trip to 
Japan scheduled for April, but it is generally understood in Riyadh that he has 
no intention of canceling this visit). ; 


Tariki said that OPEC was now beginning to receive the technical studies:.for 
which it had contracted with several private firms in Europe and America, and- 
would be considering these reports at its Geneva Conference. He said there. were 
three principal subjects: the petroleum pricing structure, the concept of pro- 
rationing of crude oil production, and the question of oil companies! returns ~ 
on investment. He explained that each of the OPEC contractors would be covering 
all three topics and that, therefore, OPEC members would have the benefit, of ©. 
more than one view on each topic. 7 


The reporting officer mentioned that Tariki might not be aware of the recent 
departure from Beirut of :Mre.Co Je DWYER and the abolishment of his position as 
UoSe Regional Petroleum: Officers, The Minister said he had learned of this in a 
personal letter from Mr. Dwyer. “Hé! thereupon spent minutes expounding 
his personal view that “the tenmination of this position had been a major misteke.., 


Tariki asserted thappat was, essential for U.S. officials in Washington to have 


the benefit of the reports b£ ajtra@ined petroleum specialist on GSvernmént-company 
problems in the Middle Eastern producing countriess He declared that fOr many 
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7 years he had been convinced that officials of the American embassies in the 
Middle East failed to report without prejudice the facts and conditions 
surrounding oil company operations and their government relations. For example, 
said the Minister, embassy officials in Jidda took the Aramco view on everything, 
those in Baghdad took the IPC view, etc. For this reason the reports of an active, 
experienced petroleum specialist not under the influence of one of the producing 
companies was essential. Tariki concluded this rather familiar lecture with a _ 
verbal attack on Mr. Garry OWEN, ‘the Aramco: representative’ in Washington, ‘and 
referred. “to.him as "the Niddie” Teas earn. oil companies? Ambassador in Washington", 
(This was not the first time that Tariki has expressed to the writer what appears 
to be, in part, a “strong “personal “dislike for Mr. Owen. ) 

The Minister was asked to comment on local press demands for the formation 
of a national petroleum company in Saudi Arabia, and on widespread rumors that 
plans were afoot to turn the Saudi Arabian Refining Company (SARCO) into a 
covernment=controlled company. He replied that he was well aware of this current 
of opinion and that in fact something of the sort had been attempted but that 
"the idea did not work''. He said this was not an active subject at the moment. 


COMMENT: In a subsequent conversation with Aramco's Riyadh kepresentative, 
Mr. Konald METZ, it was learned that Tariki has indeed been extremely busy during 
the winter with a variety of government affairs unrelated to petroleum. According 
to Metz, Tariki has been active on a number of cabinet committees including the 
preliminary steering committee, which prepares the cabinet agenda , and the debt 
comuittee, whiicn has been occupied mainly in fighting off the clains of the 
ex-chairmana of the kiyadh Bank, Sayyid Hassan SHARBATLI. Metz theorized that 
this industrious activity may have beea partly responsible for Tariki'ts recent 
decision to decentralize his Fetroleum hiinistry--a policy which now makes it 
necessary for all Aramco-Saudi Government correspondence to be channeled through 
the Petroleum Ninistry's Directorate General in Danmam rather than direct to 
the Ministry in Riyadh (see Dhahran despatch 155, January &). 


hietz indicated that petrochemical possibilities were again on the horizon, 
and that a representative of the London firm of Snodgrass and Company was expected in 
Riyadh during February to discuss the utilization of natural gas in a fertilizer 
plant. 


It is not unusual for Tariki to sermonize on the theme of alleged oil company 
pressure on the U.S. Government, and vice versa. The ~oral discourse» described 
in paragraph 4 of this despatch was a typical expression of this attitude. 
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SUBJECT: 
ECONOMY 


Asked by the Saudi Petroleum Ministry to provide an estimate of the 
expenditures benefiting the economy of the Eastern Province, the Arabian 
Oil Company (Aramco) has prepared a schedule detailing such expenditures 
in addition, a tabulation of company payments benefiting Saudi Arabia as 
A copy of this document, taking the form of 
Aramcots Dammam representative to the ministry 
available by the company's Jidda representative and is enclosed. 
cover the calendar years 1961 and 1962. 
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DO NOT TYPE IN THIS 


APAMCO ESTIMATES THE QUANTITATIVE BENEFITS OF ITS EXPENDITURES TO THE SAUDI 


SPAGE 
a 


company 's | 


American 
and including, 
a whole. 


a letter dated January 30, 1962, from 
ts Director General, has been made 
The estimates 


From these Aramco estimates it can be calculated that for every five 


dollars of direct oil tax and royalty payments by Aramco to the Saudi Government, 


over one dollarts worth of additional benefits and payments is received by 
additional tangible benefits from the presence 
Expenditures 


economy. The great variety of these 
of a modern oil industry is made strikingly evident by the enclosure. 


the Saudi 


producing these benefits can be broadly categorized into three principal types: 


direct Saudi Kiyal payroll disbursements, payments for 


miscellaneous education-health+housing-comuunity improvement expenditures. 


local goods and services, and 


It is 


not surprising that, if direct oil tax and royalty payments are set aside, riyal 
payroll disbursements represent the largest single expenditure in this tabulation. 
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“SAUDI ARABIA 


ose umnemh visas January 30, 1962 pypenprruRES BENEFITING 
Nos 60119562) 6 6 hhh es s SAUDI, ARAB ECONOMY. 


Director General 
Ministry. of Petroleum’ and Mineral’ Resources 
Dammam’ oo 
Dear Sir: : cer Oe < 

Our Comptroller's’ Organization recently received an informal request from. 
your Auditing: Staff to provide’ an estimate of ‘Aramco*expenditures benefiting’ “* 
the economy of ‘the Eastern Province of the’Kingdom.’"In-response to this request, 
attached isa schedule detailing Aramco's estimated expenditures for 1961 and 1962 
benefiting the Saudi Arab economy. The schedule details estimated expenditures 
primarily of benefit to the Eastern Province, as well as expenditures primarily of 
benefit to the Kingdom of Saudi Arabia as a whole. We have classified these 
expenditures as being‘of benefit to the Rastern Province or to the Kingdom of . 
Saudi Arabia to the best of our judgment. Wer eo Pattee es 


The following tabulation summarizes the information ‘shown-.on the attached” 
schedule: 


Estimated 
» (In Thousands of Dollars) >. °°: 
Palade fe Rete, Lee hee be de hayes oa LOGE g 2, 1962). 
Expenditures: primarily. of benefit tort ist Messi Seles ort Maen te 
the ‘Eastern Province’: ..: .. i$ 69,268" 9 -$ 2 7257356 
Expenditures: primarily.of: benefit toe. oross0 mo | HA wa EM 
the Kingdom of Saudi Arabia aso wen ek oe Speers SB ar tee ORs ys 
awhole.;.)) 5 0 23 i. eres “ye 1358,000':. 2.5 373.267." . 
aware $ 427,268 $ 445,002 


These estimates are believed to be-as :-accurateias currently available 
information .permits and are not guarantees.or commitments .by .the Company. 


Your Auditing Staff suggested that we also provide estimates of the Companyts 
capital expenditures during the years 1961 and 1962. Capital expenditures in 1961 
are estimated at $33,900,000 and in 1962 at $33,200,000. This caption does not 
appear on the attached schedule because a portion of such expenditures are included 
under such items as Material, Supplies, Services and Rental Payments, Payments to 
Saudi Arab Contractors and the like. 

With kind regards. 


Sincerely yours, 


Original signed by 
Kio Do Carter : 
THE COMPANY REPRESENTATIVE 
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| Expenditures Primarily of Benefit to the Kingdom of Saudi Arabia As a Whole 


Public Welfare Expenditures 


Scholarships for Saudi Arab Students $ 40 $ 175 
Miscellaneous Donations 35 35 
Total $ 75 $ 210 
Payments to Governmental Agencies 
Income Taxes $237,957 $ 251,231 
Royalties 113,398 115,656 
Income Taxes Paid by Non*Saudi Company Employees 5,000 4,500 
Fixed Payments for Government Services 
(Article 7, December 30, 1950 Agreement ) 700 700 
Free Petroleum Products for the Saudi Arab Government 440 555 
Income Taxes Paid by Non~Saudi Service Organizations 
and Their Employees 265 250 
Rentals 165 165 
Total $357,925 $ 373,057 
Total Expenditures Primarily of Benefit to the Kingdom of 
Saudi Arabia As a Whole $358,000 $ 373,267 
GRAND TOTAL $427,268 $ 445,002 


In addition to the above, the Company entered into agreements for 
loans to two local municipalities amounting to $8,500,000, the 
repayment of which was guaranteed by Royal Decree of March 9, 1961. 
This covers $4,500,000 for the al-Khobar Water and Sewer System 
and $4,900,000 for the Dammam Water and Sewer Systeme Currently, 
the Company is also negotiating arrangements to extend financial 
assistance of approximately $3,000,000 to the Dhahran Electrical 
Supply Company. 


At the present time no definite schedule has been established as 
to when any portion of these funds will be disbursed. 
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ARABIAN ANEKICAN OLL SuLnP ANY | 
EXPENDITURES BENEFITING THe SAUDL ARAB ECONOLIY 
(In Thousands of Dollars) 


HSte ESto 
1961 1962 
cupoenditures Primarily of Benefit to the astern Province 
Payments to or Expenditures on Behalf of Em loyees 
Saudi Riyal Payroll and Benefits § 25,305 $ 25,700 
Free Hedical Services for Saudi Employees and 
Dependents 5,350 5,500 
Saudi Employee Housing Loans - Net Cash Payments 2,900 3,000 
Schools for Children of Saudi Arab Employees 1,025 2,900 
Gut-of-Kingdom Training of Saudi Employees 350 425 
Employee Training - Voluntary Only 155 175 
Thrift Plan - Company Contribution Withdrawals 135 145 
Saudi Employee Pulmonary Tuberculosis Program - 
Labor Costs 45 50 
Total $ 35,265 $ 37,895 


Payments to Local industry (Includes ltiinor Payments in Other Provinces) 


Materials, Supplies, Services and Rentals Payments 
Payments to Saudi Arab Contractors 
Local Expenditures by U.S. Dollar Employees 

Total 


Public Welfare Expenditures 
Free Medical Services, Research, and 
Education for Saudi Public 


Development of and Improvement to Local Communities 


Maintenance and Construction Expense Directly 


Related to Public Usage of Company Built Roads 


Technical Assistance to and Promotion of Local 
Enterprise 


§ 16,200 
5,160 
3,000 


$ 24,360 


$ 3,200 
1,230 


700 


Miscellaneous Public and Employee Welfare Expenditures 125 


Miscellaneous Donations 
Total 


Payments to Governmental Agencies 
Freight Payments to Saudi Government Railroad 


Customs Duties 
Visa, Quarantine, Permit, Postage, Cables, Etce 
Total 


Total Expenditures Primarily of Benefit to the Eastern 
Province 


$ 5,688 
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16, 300 
4,865 


2.500 


23,665 
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| A copy of the analysis of the present Saudi Government budget made by the | 


Economics Department of the Arabian American Oil Company (Aramco) has been made 
available through the courtesy of the company's Jidda representative. The enclosure 
to this despatch is a copy of the first two pages of this Aramco report; in substance 
it is a summary of the report as a whole. The Embassy has no disagreement with the 
conclusions expressed in the Aramco analysis, which bears the company's classifica~ 
tion of "confidential". 


The attached summary makes no reference, however, to two interesting topics 
which are discussed in the main body of the Aramco report, namely the following: 


1) Revenues from Oil (revenue sections 1 and 2): Aramco inserted in its 


analysis the following table which shows that according to company estimates the 
Saudi Governmentts budgeted receipts for oil royalties and income tax payments are 
understated by about 7 per cent: 


“ESTIMATE OF SAG RECEIPTS 


FROM OIL ROYALTIES & INCOME TAXES, 1381-82 
(In Millions of SR)* 


Source Royalty Income Tax 
Payments _Payments -° TOTAL 
Aramco a/ 469 "1,076. 1,565 
Getty 7& 19. 97 
Arabian Oil (Japanese) 40 we 78: 118 
Individual Aramco Employees ial 20 20 
Total, Economics Department Estimate 607 1,193 1,800 
Total, Budget Estimate b/ 564 1,117 oe” da OB) 
Difference 43 76 fa 119° 

a > 


a/ Aramco figures are theriyal equivalent of those supplied to SAG. 
on September 2, 1961, for the forthcoming budget year (8 Decemb ¢# 
1961 -- 27 November 1962). In the case of income tax paymeats, fhe ery 
gross amotifit payable-is-.shown, as there is no entry in whe published C3 

a a Ne 
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b/ The budget also includes an unknown, but probably small amount 
representing corporate and individual income taxes from non-oil 


sourcese! 2 


The Saudi Covernment's estimates for separate royalty and income tax receipts from 
each company were not published, but were obtained by the Embassy and transmitted 
in despatch 168, page 2. 


2) Public Payments and Allocations (expenditure section 31): The Aramco 
analysis points out that payments are made under this section of the budget to 
a wide variety of recipients, including surviving members of the al-RASHID family, 
Saudi descendents of families considered to have rendered valuable services to 
the royal family, and various bedouin tribes. The report adds that the 1380-1 
payment of SK 9 million for relief of bedouins in the drought stricken northern 
area was made under this budget section and that SR 14 million has been allocated 
for the same purpose in the new budget. 
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(Initial Section only, consisting of a sunmary of the entire 13-page report) 


l. The Saudi Arab Government Budget for Hijrah 1381/82 (8 December 1961 ~~ 
about 27 November 1962) is SR 2,166 million, or 21% higher than that of last 
year. last year's budget, in contrast, was only 9% more than the previous year's 
post-devaluation budget. 


2. The text of the new budget instructions is almost identical with that 
of last year, the only difference being the addition of clauses amplifying 
the restrictions on promotions and pay increases within the civil service which 
yere included in last year's budget instructions. 


3. The bulk (79%) of the revenues are derived from oil royalties and from 
income taxes realized almost entirely from oil companies and their foreign 
employees. The revenue items which registered the largest proportionate 
increases were: the General Reserve for Settling Debts, up 195% from 1380/8123 
Sovernment Sales, up 100% from 1380/@15 and State Property Rentals, up 77% frou 
1360/Cl. The heaviest contributors to the increase in the volume of new 
revenues were the Income Tax, which rose firom sk &70 million in 1300/81 to 
$2 1,117 million in 1381/62, and the General Keserve for settling debts, which 
rose from Sk 7& willion to 3R 159 million. Uxpected revenues from customs 
duties declined slightly compared with last year ~- from Sk 155 million to 
SR 149 million. 


4 Numerous changes in the classification of expenditure headings were 
made in this year's budget. The most important of them were: the introduction 
of a new item entitled "Office of the Crown Prince", the introduction of a 
budget for the new Ministry of Labor and Social Affairs, and the transfer of 
ports from the Ministry of Finance to the Ministry of Communications. 


5e The most important changes in the proportionate distribution of the 
budget among major expenditure categories were: an increase in economic 
development projects from 17% of the expenditures total to 19%; an increase in 
welfare services from 12% to 13%; a decrease in Royal Family items from 14% to 
12%3 and a reduction of debt repayments from 13% to 10%. 


6. The Ministries which received the largest proportionate increase in 
their budgets were Labor and Social Affairs, Defence and Aviation, Agriculture, 
Foreign Affairs, and Commerce, 


7° The largest single item in the expenditure category is the development 
projects item entitled "Expansion of the Two Holy Mosques and New Projects," 
up from SR 291 million to 5R 400 million. The largest increase in budgeted 
expenditures went to the Ministry of Defence and Aviation, which received 
SR 366 million compared with SR 224 million in 1380/81, an increase of over 
SR 142 million. SR 88 million of this increment was assigned to the Saudi 
Arabian Airlines and the Department of Civil Aviation and the remaining 
SR 55 million to the General Bureau and the Army. | 
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&o Details of the projects item have not yet been announced because the |! 
Supreme Planning Board, which is responsible for making the allocations, has 
not yet completed its deliberations. 


9. The amount allocated to debts is the same this year as last (SR 225 
million). 


10. There were no significant reductions in amounts assigned to major 
budget categories. 


11. The amount allocated to wages, salaries and benefits (Section I) 
continues to rise rapidly (20% since last year), although not so rapidly as 
general expenses (Section IL) (26% since last year), and Development Projects 
(Item 34) (37% since last year). Since 1379/80, the Governmentts payroll for 
organizations other than the armed services has risen by more than 40% 


12. The Ministries of Education and the public security outlays of the 
Ministry of Interior have accounted for more than half of the increment in 
wages and salaries received by the 10 ministries which publish these figures. 


13. It is probable that, despite strong criticism from at least one influential 
budget advisor, this proliferation of Government employees will continue. The 
Governmentts present employment policy is to improve its bureaucratic machinery 
mainly by adding qualified people to its payroll. No efforts are being made to 
discharge the large number of unqualified people inherited in the period before 
the establishment of a civil service. There are now, exclusive of the Armed 
Services, about 27,000 members of the regular civil service, and about 25,000 
semi-skilled and unskilled Government workers, which makes the Government by 
far the largest single employer in the Kingdom. 


14. Gaution should be used in assuming that actual expenditures will 
necessarily coincide with the initial allocations made in this budget. If the 
present political climate remains unchanged, it is likely that any deviation 
from the planned expenditures will probably be in the direction of an. accumulation 
of unspent balances resulting from the existence of labor and other resource 
bottlenecks which may retard development plans. 


(Embassy note: In paragraph no. 11 above, references to Sections I, 
II and III pertain to the three general categories of expenditures as 
outlined in enclosure no. 4 of Embdes 188, Jane 18, 1962, in which 
these three categories are termed chapters rather than sections.) 
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I. OFFTAKERS INFORMED Aramco Fesruary IO THAT *. 
REVISED PRODUCTION ESTIMATE 1962 I,400,000 BPD; 
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2, ARAMCO HAS DISCOVERED THAT FaDHILI 21s MUCH: 
HIGHER ON STRUCTURE THAN DISCOVERY HOLE. PropucTion . | 
FROM ARAB ZONE, DRY IN FADpHILI I, EXPECTED.~ 


3. ConGEN OFFICER HAS SEEN ARAMCO REPLIES (wo i 
a > YET SENT) TO SOME OF PerMIn LETTERS. COMMON THEME DIS- -°: 
i - APPOINTMENT SAG INABILITY ACCEPT COMPANY POINT OF VIEWs | 
= WILLINGNESS GO TO ARBITRATION. oh 


| f A. PE?MIN LETTER 5000/2I/18/I or JANUARY 
‘ staTes ARAMCO FAILURE POST OWN PRICES, SELL ALL: BUYERS” 
i] A FAILURE TO DISCHARGE OBLIGATIONS OF CONCESSION AGREEMENT. 

tl - ArAMCO LETTER 6-528-62 DENIES CONTRARY AGREEMENT; STATES 
' ARAMCO PRACTICE BEST FOR SaupI ARABIA, OFFERS ARBITRA~ 
ey 
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AND AGAIN OFFERS ARBITRATE. 


c. PetMrn verrer II7 ALLOWS FIFTY PER CENT 
I960 expENSES Aramco New YoRK OFFICE AND ARAMCO 
OVERSEAS, NoTHING FoR I96I AnD SUBSEQUENT. ARAMCO 
LETTER 6-531-62 STATES A NECESSARY EXPENSE, ARAMCO 
WILL CONTINUE COUNT AS EXPENSE, ARBITRATION ACCEPTABLE. 
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SUBJECT: eat : “GS /f? — ISA ~ 
ARAMCO ISSUES OFFICIAL RETORT TO SERIES oF CRITICAL ARTICLES BY SAMIR SHALMMA 


Under the title "Facts --- and Comments", Jidda daily al-Bilad contained ag. 1 
January 22 the Arabic text of an Arabian American Oil Company (Aramco) statement 
precipitated by a series of ten long articles critical of Aramco published in the 
same paper between November 1.22, 1961. This series was written by Jidda attorney 
Samir SHAMMA, a native Palestinian of Saudi citizenship who by virtue of authorship 
of occasional books and articles about the Middle Eastern oil industry, legal 
counseling for oil companies, and advising of the Eastern Aden Protectorate rulers 
has built up a reputation in the Peninsula as one of the most prolific Arab oil 
spokesmen. 

The Aramco statement, enclosed in full English text, was designed to put on Ti 
record corrections of some of Hr. Shamma's misstatements of fact and clarificationg.e 
of Arameo's position on certain of the matters raised. Among the points refuted by 
the company are Shanma'ts charges that Aramco owes $200 million to the Saudi Goyer ait 
over the so-called Sidon claim, that the growth rate of Aramco's crude oil andi ‘i 
refinery production has not kept pace with neighboring states, that through various 
devices the company deprives Saudi Arabia of its 50 per cent share of profits, qd 
that Saudi employees suffer from all sorts of discrimination with respect to iB - 


responsibility, taxation, training, etce 
While the Shamma series did give a grossly distorted picture of the Aramco “e 


operations, and suffered from certain statistical errors, it did manage to call 
attention to some of the more vulnerable chinks in the company's armor. These 
included the relative inattention of Aramco to exploration and drilling operations 
compared to some neighboring companies, notably those in Iran and Kuwait, and the 
degree to which the company's basic policy decisions are controlled by the four owner 
‘company representatives on the Aramco board without taking account of the experience 
and views of Aramcots own officials or the Saudi board members. ‘The enclosed Aramco 
statement makes no comment on these matters. 
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STATENENY BY ARABIAN AMERICAN GIL COMPANY % | 
(Published in Al-Bilad, January 22, 1962) 


Nie have read with surprise the series of articles by Ustadh (Professor) 
Samir Shamma in recent issues of al-Bilad about the Arabian American Oil Company 
and its 1960 Report of Operations to the Saudi Arab Goverimént. Some 


This series contains so many errors that conclusions drawn from them can 
only contribute to misunderstanding of the Company's operations. We feel compelled, 
therefore, to correct at least a few of the mis-statements of fact, and to clarify 
the Company's position on some of the questions raised. 


The series of articles deals extensively with the so-called Sidon claim and 
allepes that Aramco owes the Saudi Arab Government some $200,000,000.. Aramco 
already has stated publicly that the Government and the Company hold honest 
differences of opinion on this issue, and that Aramco believes it owes the 
Covernment nothing in this connection. . The articles contain many errors of 
fact and reasoning about this complex dispute. However, because this is a matter 
subject to current negotiations, we feel, it, would be neither in the interest of 
the Government nor the Company to discuss further this subject in public. 


There are so many other errors, in. the articles that we can. only begin by 


- pointing -out. some o£ the obvious. onese. 


l. One of the articles said that Saudi Arabia: had the smallest percentage 
of increase in crude oil production among the major oil-producing countries in. 


“the Middle East in 1960. 


_Yhis.is not:true. © Saudi: Arabia had the second. highest percentage of increase 
in crude oil production of, the major oil-producing countries in the. Middle East. 
Some of the figures used.in the article appear to be in error. Below, are the 1959 
and: 1960: daily. average: production figures’ for Kuwait, Saudi Arabia, Iraq and Iran. 


“The figures for: Kuwait, Iraq. and Iran.were taken from World Petroleum Statistics 
‘of July 12,:°1961,. pages. 5 and Tere, 


AVERAGE: DAILY PRODUCTION (in barrels) 


ie ee EG i an cae Average Daily Percentage of 
1959, 2:2... . 1960 ee. Increase Increase 
‘Kuwait: § - - 1,383,164 -. 1,623,710 i 240,546 17.4 
Saudi Arabia: .1,095,399 . © 1,247,140. 151,741 — 13.9 
“Iraq phe 852,584: o> . 966,757 114,173 13.4 
Iran 944,658 1,067,634 122,976 13.0 


There will always be short-span variations in rates of production increase in 
each of the Middle East countries, but it can be demonstrated that over the long 
run Saudi Arabia has shared fairly in these increases As an example, .the 
following table gives production for the first nine months of 1961 as compared | 


| UNCLASSIFIED ee 


aoe e 


eae rae Pag 2 of 
[ UNCLASSIFIED | Encl.. No.__1_-__ 
ee ae Desp. No._-228- 
(Classification) ae Stdda 
with the first nine months of 1960, and the percentage of increase. 


AVERAGE DAILY PRODUCTION (in barrels) 


First 9 Months First 9 Months Average Daily Percentage of 


1960 1961 Increase Increase 
Iran 1,005, 800 1,166,400 160,600 16.0 
Saudi Arabia 1,213,200 —¥ 1,393,500 180,300 14.9 
Kuwait (sic) 951, - ny - 985,600 34, 300 3.6 
Iraq (sic) 1,612, 1,645,700 33,600 2.1 


You will note that for the first nine months of 1961, percentage of production 
increase was higher for Iran and Saudi Arabia, but lower for Kuwait and Iraq. 
Incidentally,you also will note that while Saudi Arabia was second in percentage 
of increase, Saudi Arabiats gain in barrels of oth produced a day was the highest. 


2. The articles said the amount of crude processed at the Ras Tanura refinery 
in 1960 increased 29.4 per cent over 1959, but that this increase was due to a 
curtailment of exports from the Abadan refinery for a long period in 1960. 


This is not true. The Abadan refinery operated normally in 1960. Its exports 
were curtailed in the months of February, March and April of 1961, and obviously 
had no connection with the increase in 1960 of the output of the Ras Tanura refinery, 


3. The articles said that refining in the Kingdom is done only to cover the 
needs of the local market and to refuél tankers and that products are put back into 
the ground to avord vemporting, ‘them and paying income taxes to the Government. 


This is not true. Exports of petroleum products to world markets from the 
Ras Tanura refinery were 57,594,000 barrels in°1960. This total does not include 
14,003,000 barrels of bunker fuel oil supplied to ships at Ras Tanura and Jidda, 
or the 3,736,000 barrels of locally refined products consumed in Saudi Arabia. 
The products’ required by the Kingdom could ‘have been pi a hae by EHS Ras Tanura’ 
oe ere, in apout = eperer ane dayee / 


During : 1960 ee refinery apa NS 82, 311, 386 barrels. of: crude oil. It is 
true that about.5,200 barrels -a-day of Maphelia’ for which there was'a demand, was 
injected into the Yatif oil reservoir, as arranged with the Government (sic). This 

v permitted the refinery to process an additional 27,000 barrels a day of ‘crude oil, 

i making available added quantities of kerosene, diesel oil and fuel oil, which were 
in great demand and were sold, thereby adding to the income taxes of the Government. 
The injected naphtha can be recovéred later from the oil reservoir: if and when 
demand increases for Seeoling products. : a 


: 
i 
| - 
fi 4. the seeaies imply: pnak the profits oe the four parent coupenie®. are. too 
high. ; 


| The four parent companies operate around the world, producing, transporting, 
7 refining and marketing oil and petroleum products. At the end of 1960, they had < 
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combined net investment of $14,432,000,000. - A large proportion of this huge 
investment, which is estimated at about 93,000,000,000 to $4,000, 000;000, :is 
directly required to transport, refine and market Saudi Arabian crude oil and 
preducts. It is this availability of these world-wide facilities, aleng with.the 
experienced organizations to operate them, that has wade possibie the rapid growth 
in.caudi arabian oil production, ‘wamco'ls parent companies carned an average 
procit of 10.6 per cent on this total investment in 1969, 
Se he articlas said that the-protits of Aramco's four. parent companies 
increaseu in 1906 while incowe taxes and royalties dropped. 

the Kingdom's income taxes and royalties generated by Aramco's 1960 operations 
did not drop. They increased 340,000,000 over the previous yearo aay 


hot os aa ~~ oy ste AG ies me 

6. The articles said that Aramco is supposed to.pay 50 per cent of its net 
prefit to the Saudi Arab Government... They add that deductions, however, reduce. -. 
the Government's share to much less than that. ees 


The Company regularly pays 50 per cent of its net operating profit to the 
Government. ae as gS 3 a ot : ; : : 


7. The articles said that Aramco write-offs for depreciation range between 
7-1/2 and 33-1/3 per cent, and averaged 3-1/2 per cent, which the author termed .' 
very high. In 1960, Aramco write-offs for depreciation actually averaged approxi- 
mately 4.1/2 per cent. 


8. The articles said that the company has made attempts to free itself of 
local marketing of oil products within the Kingdom in order. to be a-company engaged 
in crude oil production. : co ae 


This is not correct. Over the years Aramco has received many offers to purchase 
practically every one of its bulk plants in the Kingdom but has not been willing 
to sell. Recently a Royal Decree gave a petroleum refining and marketing concession 
for the Western Province to the Saudi. Arabian Refining Company (SARGO).. Sarco then 
offered to purchase the Jidda bulk -plant.and take over Aramcots marketing of 
petroleum products in. the Western .Province.e: In an attempt not to obstruct this 
Project, Aramco has been negotiating with Sarco on the terms of a-possible. sale of 
these facilities and has indicated a.willingness to sell them-to Sarco. 


9... The articles said that Aramco claims that it provides supervisory jobs 
for Saudis; whereas, in fact these jobs are "workers? observers.” 


As ‘presently organized, .the .company has .1,161 supervisory jobs. At one time, 
all such jobs were held -by:Americans. At present, 464 of them are filled by 
competent Saudi Arabs, and more are moving into such jobs each month. These Saudi 
Arab supervisors, some of whom direct the work of as many as 100 or more employees 
each and administer budgets running up into hundreds of thousands of dollars, 
certainly are not "workerst. observers," 
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10. The articles speak of yearly salaries for Americans in six digits in. ‘|, 
dollars, excluding taxes and such privileges as housing, food and other services. : 


Aramco has no annual six digit salaries for any of its American employees. 
Contrary to Ustadh Samir's statement, Americans pay their own taxes to the Saudi 
Arab Government; Saudi Arab employees pay no income taxes. Americans pay for 
housing, food and other services, gome of which are free to Saudi Arab employeese 


ll. The articles ask: ‘Where are the technical and industrial training centers 
that were constructed by Aramco?! 


dork is continuing in these training centers in Dhahran, Ras Tanura and 
Abqaiq.e (sic) In addition, training classes also are conducted in outlying districts, 
such as among the exploration parties in the Rub tal-Khali.e At present, some 3,400 
Saudi Arab amployees are attending formal training courses as a part of their 
daily work. This is about 30 per cent of all Saudi Arabs employed by the Company, 
and there are more than 2,000 employees who attend the Industrial Training Center 
classes on their own time after their regular working hourse ; o as 


12. The articles imply that Arameo's parents and affiliated companies pay 
cheap prices for Saudi Arabian oil. 

The parent end affiliated companies pay the full posted prices for crude oil 
and products, less aiidited marketing expense. 


There are: many other implications running through the series of articles 
appearing in al-Bilad that tend to give a distorted picture of the Company's 
operations. One of these implications is that officials of the Saudi Arab Government 
are lenient ,in dealing with Aramco. We can only say that Aramco always has found 
Government .officials diligent and zealous in safeguarding the interests of the 
country and its people.” ee 


Another implication ig*that the Government is not fully informed concerning 
Aramco's: operations. Aramco annually files ‘an:income tax return with full 
supporting financial data’ which has been audited by a recognized independent public 
accounting firm. -Every figure in it is subject to audit by the Government. Aramco 
also supplies the Government ‘with: dozens of reports daily, weekly, monthly and 
annually onall:phases-of its: operations, ~ exploration, development, production, 

H transportation, refining and, sale of petroleum and petroleum products. Full 
information.about the Company also is available to the two Saudi Arab members of 
the Board.of Directorse, .., ak es 


Theré are many other errors in’ the series of articles and we have listed in 
the above ‘only ‘a few of theme" pe eee Tut sie a ated d 
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THE DIRECTORATE-GENERAL IN DAMMAM. 
| 


I. THERE IS ATTACHED A FUNCTIONAL ORGANIZATION 
CHART OF THE DIRECTORATE-GENERAL OF PETROLEUM AND 
MrnernaL Resources IN Dammam, Tue DIRECTORATE-~GENERAL 
IS STILL IN THE PROCESS OF BEING RE-ORGANIZED SO 
SEVERAL OF THE OFFICES SHOWN UNDER THE TECHNICAL 
DIVISION ARE MERELY PROPOSED UNITS WHICH ARE UNDER 
SERIOUS sTuDY BY THE MINISTRY OF PETROLEUM AND MINERAL 
Resources. THE PROPOSED OFFICES ARE CLEARLY IDENTIFIED 
AS SUCH. 


2. Tue Drrecror-GENernAaL rs SAyyrp 'App ab HADI 
TAHIR WHO WAS BORN IN Mepina In I[930. AFTER HAVING 
COMPLETED THE AL-NASIRIYAH ELEMENTARY SCHOOL REQUIRE- 
MENTS IN [946, TAHIR GRADUATED AT THE TOP OF HIS 
chASS. HE BEGAN TO TEACH IN MEDINA BECAUSE OF HIS 
FAMILY'S FINANCIAL DIFFICULTIES WHILE ATTENDING NIGHT 
COURSES TO COMPLETE HIS SECONDARY SCHOOL REQUIREMENTS. 
TAHIR THEN ENROLLED IN THE LIBERAL ARTS COLLEGE OF 
Fuap I Unrversrry (now tue Unrtversrry or CAIRO) WHERE 
HE PLANNED TO MAJOR IN ENGLISH. AFTER ONE YEAR OF STUDY 
TAHIR WAS AGAIN FORCED TO POSTPONE FURTHER EDUCATION 
IN ORDER TO WORK FOR A PERIOD OF ONE YEAR. HE NEXT 
ENROLLED IN THE ScHOOL OF CommEeRCE oF 'AIN SHAMS 
Untversiry In Carro In [952, TAHIR GRADUATED WITH. A 


Untversiry mn [955. FouLowINncG HIS GRADUATION, TAHIR 
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WORKED FOR TWO YEARS AS AN ASSISTANT ACCOUNTANT FOR THE 
DrrecToRATE GENERAL OF PETROLEUM AND MINERAL AFFAIRS-- 

THE FORERUNNER OF THE MINISTRY OF PETROLEUM AND MINERAL 
RESOURCES--IN ITS JIpDA OFFICE. Tue Saupr ARAB GOVERNMENT 
THEN SENT HIM TO THE GRADUATE SCHOOL OF ADVANCED COMMERCIAL 
AND Economie Stupres or THE UNIVERSITY OF CALIFORNIA ON 
A SCHOLARSHIP. fJAHIR COMPLETED HIS REQUIRED COURSES AND 
PASSED THE COMPREHENSIVE EXAMINATION FOR HIS DOCTORAL 
DEGREE IN 1960 BUT HE HAS BEEN UNABLE TO COMPLETE HIS - : 
THESIS BECAUSE OF THE PRESS OF DUTIES CONNECTED WITH HIS : 
PRESENT POSITION. : 


From_DHAHRAN 
Ff 7 


3. faurr's assrstant rs 'Isam Kappant, A IMecca- 

' BORN CITIZEN. OF SYRIAN ORIGIN, WHO WORKED FOR THE MINISTRY ‘ 
oF FoREIGN AFFAIRS FOR TWO YEARS BEFORE HIS TRANSFER 
to tHE MINISTRY OF PETROLEUM AND MINERAL RESOURCES. 

KABBANI WAS GRADUATED FROM SWARTHMORE COLLEGE WITH A 
BACHELOR OF ARTS DEGREE IN POLITICAL SCIENCE AFTER HAVING | 
TRANSFERRED FROM THE AmERICAN Unrversity oF Berrut. HE 
RARNED HIS M.A.- DEGREE IN PourrrcAL SCIENCE FROM COLUMBIA | 
Unrversrry rn I959.. KaBBANI JOINED THE MINISTRY OF 
PerroLeEuM AND MINERAL RESOURCES AS AN ADVISOR TO THE 
Rryapy "orrice" rn tHE summMER or I96I. Iw Late I96I, | 
KABBANI WAS APPOINTED TO THE POSITION OF ASSISTANT DIRECTOR- 
GENERAL OF THE DIRECTORATE-GENERAL OF PETROLEUM AND MINERAL 
RESOURCES IN DAMMAM. : 
{ 
| 
| 


4, THE FUNCTIONAL DIVISIONS (E.G. THOSE ACTUALLY 
INVOLVED IN THE OPERATIONS OF THE DIRECTORATE-GENERAL AS 
OPPOSED TO THOSE INVOLVED IN THE SUPPORT OF I?) ARE THREE 
IN NUMBER}; THEY ARE IN THEIR ORDER OF IMPORTANCE~-THE 
TecunrcaL Drvisron, THE Oru AccountTrinc DIVISION AND THE 
Gaucrne DIvIsIoNn. : 


5. Tur ScANTY BITS OF INFORMATION AVAILABLE ABOUT 
rue DAMMAM DIRECTORATE-GENERAL AND THE AS YET UNCERTAIN 
DELINEATION OF THE RESPONSIBILITIES OF SUBORDINATE OFFICES, 
MAKE MORE THAN BRIEF COMMENT ABOUT THE FUNCTIONS OF THESE 
OFFICES IMPOSSIBLE. TuHE TECHNICAL DIVISION, WHICH IS 
THE MOST IMPORTANT OF THE THREE FUNCTIONAL DIVISIONS, 

HAS AS ITS CHARTER THE COLLECTION AND COLLATION OF INFOR- 
MATION ON OIL FIELD TECHNOLOGY. JIT IS REQUIRED TO MONITOR 
THE OIL FIELD PRACTICES OF THE OIL COMPANIES OPERATING 
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gn Saupi«I ARABIA AND THE NevTRAL ZONE AND TO MAKE SUG 
GESTIONS OR RECOMMENDATIONS FOR MODIFICATION OF PRACTICES 
FELT TO BE HARMFUL OR CONTRARY TO THE AGREEMENTS UNDER 
WHICH THE OIL COMPANIES ARE OPERATING. 


6. THe Ort ACCOUNTING DIVISION REVIEWS THE RE- 
PORTS PREPARED BY THE AUDITING FIRMS HIRED BY THE RE- 
SPECTIVE OIL COMPANIES, ANALYZES THEM AND FORWARDS THEM 
To THE MINISTRY IN RIYADH. Tie PERSONAL INCOME TAX RE- 
TURNS AND RECEIPTS OF ARAMCO PERSONNEL ARE ALSO FORWARDED 
ro THE OrL AccounTiINnG DIVISION FOR FORWARDING TO THE 
MrnrsTRyY IN RIYADH. Tum Income TAX BRANCH OF THIS 
DIVISION MAINTAINS AN OFFICE IN DHAHRAN UNDER THE CHARGE 
or Messrs. IBRAHIM HIRZALLAH AND Hamza Fuap BusarIsu WHO \ 
ARE, THEREFORE, THE INITIAL RECIPIENTS OF THE PERSONAL 
INCOME TAX RETURNS AND RECEIPTS. 


7. fue Gaucine DrIviston IS SIMPLY WHAT ITS NAME 
IMPLIES, E.G. AN ORGANIZATION DESIGNED TO PROVIDE SAUDI 
ArAB GOVERNMENT PERSONNEL TO CHECK THE AMOUNTS AND TYPES 
OF OIL LEAVING THE KINGDOM WHETHER BY TANKER OR PIPELINE. 


8. [HE FUNCTIONAL DIVISIONS ARE REPRESENTED IN THE 
NevtrRAL ZONE OFFICE OF THE MINISTRY WHICH IS HEADED BY 
Sayyrp MuHAMMAD JAUKHDAR. Tue NeutRAL ZONE OFFICE IS 
ORGANIZED ALONG UmpUNCTIONAL" FIELD ORGANIZATIONAL LINES. 
Tue REPRESENTATIVES OF THE DAMMAM FUNCTIONAL DIVISIONS 
ARE, THEREFORE, ANSWERABLE TO pHeE DIRECTOR-GENERAL IN 
DAMMAM AND SERVE ONLY AS STAFF ADVISORS TO SAYYID MUHAMMAD 
JAUKHDAR. JAUKHDAR, HIMSELF, REPORTS DIRECTLY TO THE 
MINISTER OF PETROLEUM AND MrneRAL RESOURCES, SAYYID 
ABDULLAH TARIKI, BUT HE IS SUPPORTED FroM Dammam. THE 
AL-BILAD NEWSPAPER OF DECEMBER 3I, I96I, No. 889, RE- 
PORTED THAT THE MINISTRY WAS PLANNING TO HAVE A WEEKLY | 
COURIER AND TRANSPORTATION RUN FROM DAMMAM TO THE | 
NevtRAL ZONE FOR ITS TECHNICAL PERSONNEL. JHE REPORTING 
OFFICER HAS LEARNED THAT THIS DammamM/NEuTRAL ZONE LINK 
IS IN OPERATION AT THE PRESENT TIME. In ADDITION TO THE { 
ABOVE-MENTIONED LINK, THE Dammam AND NeuTRAL ZONE OFFICES 
HAVE A RADIO LINK WHICH PROVIDES THEM WITH DAILY CONTACT. 


9. THE BEST ESTIMATE OF THE DAMMAM DIRECTORATE- 
GENERAL'S ORGANIZATIONAL CHART IS THAT IT IS OVER- 
AMBITIOUS. THE DIRECTORATE-GENERAL NEITHER HAS ENOUGH 
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TECHNICALLY TRAINED PERSONNEL NOR ENOUGH AUTHORITY TO 

MAKE THE ATTACHED CHART A PRACTICAL REALITY. HOWEVER; 

Iv? IS A GREAT IMPROVEMENT OVER THE CHAOS WHICH PREVIOUSLY 
REIGNED AND IS AN INDICATION THAT THE EFFORTS OF THE 
DIRECTOR-GENERAL AND HIS ASSISTANT, AIDED BY THE ADVICE 

OF THE CHIEF OF THE [TecHNICAL DIVISION, Mra. MzapE CARPENTER, 
AN AMERICAN, ARE BEARING SOME FRUIT. 


Mee Reise 


Jdun EVARTS HORNER 
AmeRICcAN CoNSUL GENERAL 


ENCLOSURE: Are! 
FUNCTIONAL ORGANIZATION 
CHART OF THE DIRECTORATE- 


GENERAL OF PETROLEUM AND 
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SUBJECT: Saudi Avabiats Oil Industry: Conversation between Assistant Secretary o 
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State for ‘lear Eastern and South Asian Affairs, Phillips ‘falbot, and Sha 
tAbd Allah Yarilki, Saudi Arabian Winister of Petroleun and IHineral Resou 


WAS 
Date: February 13, 1962 
Place: Shaykh tAbd Allahts office, located in the Hinistry of Communications 
Ruilding, Rivadh. 
Participants: Shaykh tAbd Allah Tariki, ilinister of Petroleum and Mineral 
Resources 
‘the Hon. Parker 1. llart, Ambassador to Saudi Arabia 
‘The Hon. Phillips Talbot, Assistant Secretary of State 
Andrew I. Killgoce, Department of State, NEA/NE, Arabian 
Peninsula Affairs 
Charles L. Widney, Jr.» Second Secretary of Embassy 


Shaykh tAbd Allah began the conversation with a general discussion of 
Saudi Arabiats need for economic development, but he quickly turned to a 
favorite theme of attacking Aramco as an immoral giant that has his country 
at its mercy through the control of its most valuable natural resource--oil. 
He developed the idea that Aramco had long since reaped a just profit on its 
investtent and should now be ready to conclude a new agreement with Saudi 
Arabia giving far “greater financial benefits to the country. He urged that 
the UsS. Government stould not support Aramco in maintaining its position, 
saying that as of now there is little difference between Aramco and U.S. 
Government policy. Asked what he really desired from Aramco, Shaykh tAbd 
Allah mentioned a desire for relinquishment: of 75% of the company's con~ 
cession area and a wish to have Aramco become a fully integrated Saudi cot- 
pany posting and selling in its own name right dow to the gasoline pump. 
tie plugged his idea of converting ‘apline from the transport of crude oil to 
the transport of natural gas. tHe also spoke of his hopes for developing in- 
digenous refining and petrochemical industries. de said Saudi Arabia Had no 
interest in participating in Emile. Bustani's scheme for the establishnert by 
the oil producing countries of:a joint. development fund. Shaykh ftAhd Allah: 
regretted that the briefness of the Assistant Secretary's visit did not’ [7 
permit him to develop his ideas further. wy a 
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Assistant Secretary Talbotts call on Shaykh tAbd Allah TARIKI took plage in the 
Minister's private office, which he has had decorated in moderns American executive 
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style. ‘he participants in the conversation sat in easy chairs grouped around a 
low coffee table made from a round Egyptian tray. 


a 


Shaykh tAbd Allah, who is a member of the Supreme Planning Board as well as 
being Minister of Petroleum, began the conversation by commenting that Saudi Arabia 
was; so to speak, 15 years old. He recognized that in the past it had squandered 
itis resources but felt this was understandable. Now, having engaged in every 
possible folly and waste, he believed the country was becoming more mature; was 
ready to settle down and make wiser use of its resources. He noted that in the 
past he had cursed and insulted the "bastards" who were running things but con- 
tinually felt frustrated and unable to make the slightest headway. Now, under the 
present government (the one that has been in office under the premiership of King 
SAUD since December 1960), he not only had the feeling progress was possible but 
believed it had actually been made. 


Ye noted that it was extremely important for the country to have an adequate 
plan for development and mentioned road building and water resources development 
as the two most important fields requiring work. de noted that the current income 
of the country from oil of approximately $350 million per year with an annua 1 
increment of approximately 6% was not sufficient for the implementation of the 
development program once it had been drawn up. Zt would therefore be necessary at 
that time to seek foreign loans to support the program. 


Asked by Assistant Secretary Talbot to give his long-range view of the future 
of Arab oil under present world conditions, Shaykh tAbd Allah was quick to launch 
into an attack on the oil companies operating in the Middle East and even quicker 
to come down to the case of Ayamco. He sympathized with Qasim's struggle with 
IPC. Aramco had received its vast concession in 1933 at a time when Saudi Arabia 
was poverty stricken and ready to agree to any conditions in return for a pittance. 
Ye said that since that time the company had reaped enormous profits on its 
original investment and said he felt sure the current return was greater than that 
on any other U.S. investment abroad. ‘he time had long since come when the company 
should recognize that it had gained handsomely enough from its investment and 
should sit down and talk over a fair revision of the concession agreement with the 
Saudi Government. We spoke of the position of Aramco in Saudi Arabia as a servi- 
tude on the sovereignty of the nation. The natural resource upon which the state 
depended for 90% of its income was completely in the hands of a foreign company. 


As an example of what he meant, Tariki heatedly cited the celebrated case of 
prevention of Aramco from selling asphalt for use by the Chinese Communists in road 
construction in Yemen (Embdespatch 65, August 29, 1961, and previous). Since Aramco 
makes all sales through its parent companies and they, as American corporations» are 
prevented by American law from selling to the Chinese Communists, even indirectly> 
this sale, which at least at one point had the approval of the Saudi Arabian Council 
of Ministers, could not be consummated, (A fact of which Shaykh tAbd Allah may not 
be aware is King Saud'ts personal assurance to Aramco Vice President Brougham that 
he opposes the sale of the asphalt to the Chinese Communists, reported in Embtel 114, 
August 29, 1961.) Shaykh tAbd Allah said that in any case this asphalt, which would 
: be of benefit to the Yemeni people, should not have been prevented from going to 
‘Ithem. Ye said that no matter what the source he welcomed projects of benefit to tha. : 
! beopie: such as the roadbuilding of the Chinese or the building of the port of 3 
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Hodeida by the Russians. He said that rule by the Communists might even be — | 

preferable to rule by the Imam. U.S. assistance to Yemen had come only after the | . 
Conmaunists had begun their activity and was not motivated by a real desire to help 
the Yemenis. Mr. Talbot noted that the U.S. admittedly had had administrative 


difficulties in getting its program under way but that it had been thinking in 
terms of assistance to Yemen before the Communists entered the field. 


Throughout the conversation Tariki repeatedly stated of inferred that there 
is no real distinction between Aramco and the U.S. Government. 


He rather gracelessly indulged a favorite pastime of speaking of U.S. 
ambassadors to Saudi Arabia as tools of Aramco, saying that he had on file the 
record of a conversation in which an American ambassador (name not given) advised 
King SAUD to get rid of that no good "bastard" Tariki. (See EmbBeirut Despatch 
950 of June 21, 1961, for another example of this.) 


When Hr. Talbot stated that the U.S. was not» as fariki implied, interested 
merely in exploiting the Widdle East economically, citing U.S. economic assistance 
to various tliddle Eastern countries» Shaykh tAbd Allah retorted that he doubted 
that the amount of U.S. assistance to countries of the area equalled the amount of 
profits made by the oil companies. 


Gontinuing his attack on the oil companies, Shaykh ‘Abd Allah asked why it 
was the U.S. Government condoned monopoly abroad while opposing it in the United 
States; noting the limitation placed on the size of single oil holdings in 
Alaska. He said that all he really asked of the U.S. Government was that it adopt 
a neutral attitude and not try to protect the oil companies when they were acting 
in an “immoral manner. It should not, for example, urge the settlement of dis- 
putes between Saudi Arabia and Aramco through arbitration (presumably because 
Aramco seems sure to come out on top 4£ this method is used). He said that des- 
pite the injustice felt by the Saudis, they were obliged to accept the situation» 
since they were at the mercy of Aramco and could not afford to lose the income of 
a single day's oil production. 


When Secretary Talbot asked what it was that Tariki really desired from 
Aramco, the latter replied that in terms of the relinquishment of unexploited 
portions of the concession area he would be satisfied if the company relinquished 
75%, When the Ambassador inquired regarding Aramcots existing relinquishment 
program, Tarild scathingly retorted "that program will still leave Aramco sitting 
on the best 186,000 square miles of the only resource God has given-us.'" (He has 
shown his displeasure with the rate of relinquishment thus far by refusing to 
acknowledge communications from Aramco informing the Saudi Government of relin- 
quished areas.) He also spoke of his desire that Aramco become a Saudi company 
which could dispose of its products wherever it desired rather than being forced 
to sell only to the parent companies» which were themselves engaged in fierce 
competition and might at any moment. find it to their advantage to reduce their 
purchases of crude from Saudi Arabia and replace them with crude from newly 
developed fields elsewhere» Cg Esso in Libya right now. Aramco should also be 
able to sell products under its own name> down to the filling station pump level. 
Otherwise, when Aramcots concession comes to an end Saudi Arabia will find itself 
completely without any established markets to which it can continue to sell. | 
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| In connection with relinquishment Shaykh tAbd Allah said it was his hope to | 
develop a new oil field near Khurays, mid-way between Riyadh and tofuf, which 


field would supply a refinery to be established in Kiyadh. 


Another of his recently conceived ideas» which Shaykh tAbd Allah expounded 
co lire Talbot was that Tapline be converted to the transport of natural gas. He 
said that the great size of tankers had made the line uneconomical and that its 
conversion would enable Saudi Arabia to warket gas in such countries as Egypt» 
turkey» Greece and Western Europe. In answer to the Ambassador's query as to 
whether a market study had been made, he replied, vaguely» that he Iknew the market 
could be developed. He noted that the power authority of the city of London was 
prepared to purchase gas that was being piped from the new Sahara fields to the 
editerranean and felt this was proof of the economic feasibility of his scheme. 
A question raised by the Ambassador whether the gas piped from Saudi Arabia would 
be sweet did not appear to concern him. It could be refined, chilled at Sidon and 
shipped as liquid petroleum gas. 


Shaykh tAbd Allah had opened his discussion of natural gas with a blast at 
Aramco for wasting this precious product through flaring, saying that although 
today it might not be possible to use it, future generations of Saudis would 
curse the present one for the loss of this valuable asset. te conceded, in 
response to the Ambassador's questioning; that Aramco had already begun to do 
quite a bit in the way of re-injection. 


We said it was his hope to develop a petrochemical industry in Saudi Arabia, 
saying that negotiations were already underway with a Dutch firm for the estab- 


lishment of a urea plant in Dammam. Ue thought markets for it could be developed 
in Iraq and India. 


In response to Mr. Talbotts suggestion that Saudi Arabia with its oil income, 
which amounted to possibly $100 per capita per year» was in good shape compared 
to such countries as Pakistan and Egypt» Shaykh tAbd Allah replied that income was 
very unevenly distributed and that ifr. Talbot could not appreciate, since he had 
not seen, the primitive conditions under which most of the population still lived.: 
He said passionately that the people were in dire need of every bit of income they . 
could get in order to improve their desperate state,» regardless of comparisons with 
other Middle East societies. 


In vesponse to Secretary falbotts question whether Saudi Arabia might -par- 
ticipate in lebanese Emile BUSTANI's scheme for contributing 5% of each oil-pro- 
ducing country's income to a regional development fund, Shaykh 'tAbd Allah replied 
jestingly that Lebanon should also contribute a percentage o£ the income of its 
night clubs and banks. Saudi Arabia could not spare any of its income for. use 
i outside the country. 


Shaykh tAbd Allah had nothing of special interest to say in response to 
questions by Hr. Talbot about the general condition of the world oil industry. He 
did) however, comment ‘briefly on the annual oil conferences held under the aus- 
pices of the Arab League. He said that it was a mistake to think that the purpose . 


| of these conferences was to give the oil-producing countries a forum to attack a 
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oil companies. He said it was his hope that the conference would become a clearing 
house for the exchange of views and ideas on the technical aspects of the oil orale 
industry somewhat on the model of the meetings of the American Petroleum Institute 
(API). (Although Shaykh tAbd Allah did not touch on OPEC during this conversation 
he expressed at the time of its last meeting when he made it clear that OPEC and 
not the oil conference was the proper place for the discussion of company-govern-~ 
relations, thus excluding non-exporting countries such as Egypt from this field. 


At the conclusion of the hour Shaykh tAbd Allah gave every appearance of 
wanting to go on for another hour or so. He complained that the shortness of the 
Assistant Secretary's visit gave too little time for discussion, and having blown 
off considerable steam, gave us a very cordial handpumping as we left. 
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SUBJECT: prTPOLEUM: Continuation of Basic SAG-Aramco Divergence of Views on Aramco's 
Export Marketing Practices re -3 
Responding to the Saudi Petroleum Ninistryts latest refusal see allow the 
establishment of “third party’! trading companies (see enclosure 2 of the referenced 
despatch), Aramco has sent the ministry a letter expressing its disappointment on 
this account and once more sumnarizing the probable advantages of such companies. 


The letter also challenges the ministry's charges (1) that the sales method 
used at present by Aramco does not serve the interests of the Kingdom in the best 
possible manner, and (2) that Aramco's present offtaking arrangements are in violation 
of both its concession agreement and Saudi income tax laws. With respect to both 
charges, the real bone of contention is the company's traditional method of disposing 
of its entire export production to its owners! offtaking companies rather than posting 
and selling under the Aramco banner to all interested customers. The company's letter 
disposes of the first charge by pointing to its high current level of production and 
exports as proof of the effectiveness of its sales method. The second charge is 
flatly denied, and an expression is made of company willingness to submit the matter 
to arbitration. The full text of this February 14 Aramco letter is enclosed. 


COMMENT: This and other recent Aramco-Saudi Government written exchanges 
(Bmbdespatches 242, 243, and 244, all of February 27) make crystal clear the present 
inability of the company to reach negotiated or compromise solutions of the basic 
issues confronting it in its relations with the Government. The recent series of 
Aramco letters to the Petroleum Ministry - "valentines"! would hardly be the appropriate 
word despite the February 14 date on most of them - somehow appears to represent a 
new low ebb of company optimism about the possibility of settling any major problem 
on a rational basis so long as Saudi oil policy is molded by tAbd Allah TARIKI. It 
seems that top Aramco officials are disappointed that no positive results have yet 
ensued from the discussions in Dhahran and Riyadh over the past 3-4 months with Tariki 
and his aides, notably legal advisor Frank HENDRYX. Further initiatives on both 
sides almost certainly will await the return of King SAUD expected in the nenghew 
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DAMMAIS THIRD PARTY TRADING COMPANIES 
G-330-62 February 14, 1962 


Director General 
ifinistry of Petroleuin and Hineral Resources 
Dammam 


Dear Sirs 


This is in reply to your letter No. 4900/21/2/2 dated 22 Rajab 1381 
(30 December 1961). 


We were most disappointed to learn (a) that the Government is still unwilling 
to approve marketing arrangements for Aramco similar to those available elsewhere 
in the Niddle East through the use of trading companies, in particular, so-called 
third party trading companies; (b) that the Government believes that the Company's 
present sales methods do not serve the best interests of the Kingdom in the best 
possible manners; and (c) that the Government believes Aramco's present offtaking 
arrangements are in violation of the Concession Agreement and the income tax 
laws o 


With respect to the first point, we again reiterate that third party trading 
company arrangements are essential to insure maximum flexibility to compete for 
sales opportunities. Sales requiring third party trading companies have been 
infrequent, but have involved substantial quantities of crude for long periods of 
time. Without third party trading company arrangements, it will continue to be 
impossible to compete with other Middle East suppliers to obtain this kind of 
business for Arabian oil. We have explained, and again reiterate, that third 
party trading company arrangements can and would be implemented without any cost 
whatsoever to the Saudi Arabian Government. While we are unable to guarantee 
that increased sales would result if such marketing arrangements were approved by 
the Government, we can assure the Government that these arrangements would not 
result in a reduction of Aramco sales and would put us in a position to compete 
from time to time for substantial additional business. 


With regard to the second point, we disagree that Aramcofs current. sales 
arrangements do not serve the interests of the Kingdom in the best possible manner. 
Aramco's current level of production and sales is proof of the effectiveness of 
the Company's present marketing arrangements, despite the Company's inability to 
secure approval for fully competitive marketing arrangements. "e oe" ae 


The Government has contended that under present offtaking arrangements, 

Saudi Arabia's income remains at the mercy of Aramcots owners and offtakers, and 
that this is a violation of the Concession Agreement and the Saudi Arabian income:- 

tax laws. We categorically deny that any violation of either the Concession. 
Agreement or the income tax laws is involved. Moreover, your argument ignores: 
the fact that a seller is always at the mercy of the buyer. This is true in-.any 
“business. No product or service can be sold for a price higher than a willing © 
| _buyer will pay. Most of Aramcots sales are made by the offtakers to their ‘fttiated 
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companies at posted prices, despite the fact that such affiliated companies 
must compete with independent companies purchasing oil at substantial discounts, 
and these affiliated companies must often sell for less than they have been 
required to pay for the oil sold. 


If the Government is convinced that our present offtake arrangements 
constitute a violation of the Aramco Concession Agreement and would like to 
submit this question to arbitration, the Company is prepared to join with the 
Government in submitting this matter to an impartial tribunal. 


With kind regards. 


Sincerely yours, 


/s/ UW. De Carter 
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SUBJECT: PETROLEUL: Aramco ejects Saudi Government Demand for and tation of OPA 
Marketing Allowances on Refined Product Sales, and Reiterates its Stand 
| Against additional Liability for Taxes on Crude Oil Sales Since August 
. 1950. 


After considering for about a month the Saudi Petroleum Ministry's demand (see 
refdespatch) for disallowance of marketing expenses on sales of refined products, 
Aramco has written to the ministry flatly refusing to comply and declaring that the 
company believes these expenses are allowable under the existing Saudi income tax law. 
Since the ministry's demand was made in a letter that included, also, a further 
admonition that the company owed considerable additional sums as a result of the August 
1960 cut in crude oil posted prices, Aramco included in its reply a denial that 
additional income tax liabilities existed on sales made on the basis of post~August 
1960 prices. Following is the complete text of the Aramco letter, no. 6-329-62 of 
February 14, 1962: 


"This is in reply to your letter No. 110 dated 25 Rajab 1381 (2 January 1962). 


Our denial of additional income tax liabilities on sales made on the basis 
of posted prices in effect since August 1960 has been stated in our letter No. 
6~2642~61 dated 6 January 1962 (29 Rajab 1381). 


With regard to the other questions raised in your letter No. 110, we must 
emphasize that Aramco's Saudi Arabian income tax obligations are determined by 
the income tax law to which we have submitted. The law required that 3the Company 
pay income taxes on the amounts actually received, after the deduction,~among 
other things, of ordinary and necessary expenses. We submit that the @ompany 
has scrupulously conformed to this requirement. ae 


The arrangements concerning pricing, marketing, and discounts stated in 
Di~326, dated 13 December 1958 (1 Jumada II 1378), merely constituted atbasis 
acceptable to the Government and ourselves respecting the determination of a 
fair and reasonable pricing basis for Aramco's export sales, all of whiG are | 
through Aramco! sy offtakers ‘and their affiliates to other affiliated and independent 
. buyerse We believe that/&#@: voélawly eminently fair but, in certain respects, 
represent arrangements lipon' which the Government has insisted; fox exariple, 
although the Company was convinced that marketing expenses’ incurred. in {fhe sale 
of Aramco crude:and' products, wou d be demonstrably higher than 1%% we nevertheless 
offered to limit marketing éxpén ak to 1% to avoid the complicated. Jéymb er som 
ee procedures necessary to determine actual costs. The Government, Hoke ezrinsiotdd 
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| that actual audited marketing expenses be applied. Similarly, the . | 
Company expressed the view that the Government's participation in profits | 


arising from sales of refined products for export could best be achieved by 
charging its buyers posted prices for the crude equivalent of refined products 
exported plus refining costs and a refining fee ~ the practice followed 
throughout the Middle Sast -- and the Company expressed a willingness to 
increase the fee which was then being charged to the offtakers. The Govern- 
ment, on the other hand, insisted that, as in the case of crude sales, refined 
product sales be accounted for on the basis of posted product prices when 
sold to affiliates and actual audited realizations with respect to sales to 
independent buyers. Again the Company accepted the Governmentts position. 


Your letter states that the present pricing arrangements are ‘mot an 
incentive for your offtakers to concentrate their efforts on the sdlution of 
the economic and technical problems of the Ras Tanura refinery. We do 
not understand this statement. At the time the matter was under discussion, 
the Ras Tanura refinery was operating below capacity. For the past several 
years, and under our present pricing arrangements, the refinery has, been 
operated at full capacity. The principal reason for the 26% average discount 
on refined product sales is a result of a large and important fuel oil 
contract with the U.S. Navy, which. provides an outlet in excess of 100,000 


barrels of crude oil daily to Aramco and has made it possible to achieve 
essentially maximum operating capacity for the Ras Tanura refinery. 

f£ its acceptance of DH-326 in 

amcots sole obligation then is to 

ts of the income tax laws 


Upon the Government's withdrawal o 
accordance with that letter's terms, Ar 
determine its prices consistent with any requiremen 
to which it has submitted and such agreements as may exist between the 
parties. In the absence of any mutual agreement directly affecting prices, 
Aramco must use its own judgment in determining its prices to offtakers. = 
We are satisfied that the practices which it is presently following conform 
to those laws and agreements and are fair and reasonable. Therefore} 
unless and until mutually satisfactory alternative pricing arrangements can 
be agreed upon with the Government, the Company plans to continue its 


current pricing arrangements. . 


With kind regardse 


Sincerely yours, 


/s/ Me De Carter" 


COMMENT: Aramcots indignation with respect to the implication that the Ras. 
‘anura refinery is in economic and technical difficulty, and that this is due to 
the company's present pricing arrangements,. is unmistakable. The refinery has 
in fact been operating at or over rated capacity fora considerable period, and in 


1961 alone increased its throughput .by over 10 percente LE. Wz 
a - ” : Ly, (A 
keg 


f 


ec: Amcongen DHAHRAN aes ice eae 
oo CONFIDENTIAL "Parker T. Hart + 


8 
vy 


DO NOT TYPE IN THIS SPACE 


“fo ‘4 
5 ATR POUCH 


c _ PRIORITY (Security Classification) . 
as FOREIGN SERVICE DESPATCH VY ita 2563 fy ark 

- 4 F : vob Greer mecaysc pesrcioteteneevaal , 

FROM: Amlinbassy JIDDA 243 acai eaten eam” JPY, : 


TO 8 TIE DEPARTMENT OF STATE,:. WASHINGTON. 


Embdespatch 208, January 27, 1962 


G 
oy ee 


Use Only 


SUBJECT: PETROLEUL: Aramco Reiterates its Position on "Sidon Glaim' and its 4,473 
iillingness Either to Negotiate Gompromise or to Resume gyp.3 


= Arbitration : | 
again communicated to the 


The Arabian American Oil Company (ARANCO) has once 
Saudi Government its position regarding the Tapline/Sidon claim problem. ‘The company's 
Jidda representative has made available confidentially the text of a February 13 Aramco 
letter to the Kinistry of Petroleum and Mineral Resources in which the company's view 
is stated rather more concisely than usual. The full text follows: 


"Please refer to your letter No. 4870/3/3/6 dated 20 Rajab 1381 (28 December 
1961). 


le share the Government's view that the differences between the Company 
and the Government concerning the latter's claim arising from past sales at 
Sidon should be resolved. We are convinced that it is equally important that a 
sensible economic basis be found for the continued operation of the pipeline 
owned by Tapline, and for Aramco sales of crude oil destined to reach world 
markets by way of Sidon. We are pleased to note that the Government is prepared 
to consider various alternative proposals to achieve this latter objective ~ 
following or ‘after a serious and sincere effort has been made on our part and 
the part of the Company for settlement of the Sidon dispute for the past 
years.! 


In our view, it is most important to find solutions for both problemse 
The Gompany remains prepared to join with the Government in making serious and 
sincere efforts to find a compromise solution of the Sidon claim for the 
past; it being understood, however, in view of our wonviction that we owe nothing 
on this claim, that no final agreement requiring payment of any amount fdr past 
periods will be executed, unless or until a mutually satisfactory basig™is agreed 
upon for determining the Government's revenue from th¢continued operation of the 
pipeline owned by Tapline and its taxes on income from Aramco sales of, crude! 
oil destined to reach world markets by way of Sidon. In the event that, no/> 2.) & 
acceptable compromise can,.after sincere effort, be found for past petiodsss tae 
then we see no alternative;: assiaing the Government persists in its chaim for. the 
past, to resuming the arbitration of this matter which the Government and they < 
Company commenced several years ago by our letter to His Excellency, ‘the Minister 
of Finance and flational Economy, dated 2 November 1957 (10 Rabit 11.1377), ands ae 
the Government ts letter No bL'6UZ1 fl, dated 9 Jumada I 1377 (1 December 1957), and .- 
i then. suspended in order to seek a compromise solution.We stand ready to join see 
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L. Government at any time in effecting a resumption of this arbitration. | 


Yith kind regards." 
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SUBJECT: PETROLEUE: Expenses of Offices of Aramco and Arph@d reise ompany 
Located Outside Saudi Arabia 


Arameo has restated to the Vinistry of Petroleum and Mineral Resources its im 
conviction that the expenses of its offices in the United States as well as the 
offices of the Aramco Cverseas Company are ordinary and necessary business expenses, 
and that it will continue to deduct these costs when computing the company?s income ” 
tax liabilities. The full text of Aramcots February 14, 1962, letter on this subject 


follows: 


16—2331-62 : U.S. AN ACC RAPENSE 
ee ( 
Ee 
Nirector General February 14, 1949 A /, < 
iinistry of Patroleum = C 
and Mineral Resources, _ 40 
z 
Dammain a Vik: a fat 
mry ; v 
wy: 5 


Dear Sir: ; os ye 

~~ patios 
This is in reply to your letter No. 117 dated 3 Shatban 1381 (9 January 
1362). LG 


Aramco is convinced that the expense of its offices in the United States 
and of the Aramco Overseas offices is ordinary and necessary business expense. 
These offices, which were in existence many years before Aramco submitted to 
Saudi Arabian income tax, perform services for Aramco which are essential. 


We plan to continue to include the cost of these offices in Aramcos expenses 
when calculating our income tax. If the Government continues to Feel Ehat this 
is improper and would like to submit this question to arbitration, the Company 
is prepared to join in this proceeding. SSB 


With kind regards. 
Sincerely yours, 
ie /s/ Me D. Carter’? 


bene 
Satetr 


COMMENT: Aramco currently has offices under its own name in New York and pk ey 


Washington, while offices.of the Aramco Overseas Company are located in seven cities:. . 
The Hague (head office), Beirut, Cairo, London, New York, Sydney and Tokyo. Aramco . | 
feels strongly that its stand on the question of expenses of these offices is the 

ect one, and this is not the first tine the company has indicated its willing 
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hel a The Department concurs fully in occasional visits by officers at 
an axwavy| Dhahran to the Kuwait-Saudi Arabian Neutral Zone as approved by the 
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sussect: APPARENT APPROACH BY BAHRAIN TO 
Saran STRUCTURE; VALUE OF SrructurE Unknown TO DATE. 
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zmrad 


| 
Arnamco's GovERNMENT RELATIONS DEPARTMENT STATES THAT 
rHE SAUDI GOVERNMENT HAS INQUIRED WHAT PLANS ARAMCO HAS TO 


DEVELOP THE OFFSHORE Apu SAFAH STRUCTURE BETWEEN SAUDI 
ARABIA AND BAHRAIN. Tur COMPANY IS REPLYING THAT THE 
RESULTS OF THE SEISMOGRAPHIC WORK DONE THERE DURING IT96I 
WILL NOT BE AVAILABLE UNTIL mrp-l1962 AND THAT THE COMPANY 
WILL THEN REVIEW THE SITUATION TO DETERMINE HOW ABU SAFAH 
SHOULD FIT INTO THE COMPANY'S DEVELOPMENT PROGRAM. THE 
COMPANY HAS PREVIOUSLY POINTED OUT TO THE GOVERNMENT THAT 


propucTron From ABU SAFAH WOULD REDUCE Saupr ARABIA'S 
INCOME (SEE BELOW). 


COMMENT: IN VIEW OF Baurain's 25% INTEREST IN THE 
PROFITS, IF ANY, FROM THE STRUCTURE, AND ITS REQUEST TO 


BAPCO FOR GEOLOGICAL INFORMATION FOR TRANSMITTAL TO THE 


Saupr GOVERNMENT (DESPATCH 260), IT APPEARS PROBABLE THAT 
THE SAUDI INQUIRY RESULTED FROM A BAHRAINI APPROACH. 


THe CONSULATE GENERAL WILL REPORT FURTHER INORMATION 
REGARDING THE BAHRAINI APPROACH AND THE PROSPECTS::0F THE 


STRUCTURE AS IT BECOMES AVAILABLE. : 
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sussect: ARAMCO'S taaesonten DavTaA FOR THE FouRTH a2 ae 


TO : THE DEPARTMENT OF STATE, WASHINGTON. 


amzraiod 


TRANSMITTED HEREWITH ARE THE ARABIAN AMERICAN OIL 
Company's SrarrsrrcaL DATA FOR THE FOURTH QUARTER oF I96I. 
THIS INFORMATION IS SUPPLIED TO THE CONSULATE GENERAL ON A 
CONFIDENTIAL BASIS. 


SUMMARY 


DAILY CRUDE PRODUCTION FELL SHARPLY IN OCTOBER AND 
REMAINED AT ABOUT THE SAME LEVEL IN NOVEMBER BUT REBOUNDED 
TO RECORD LEVELS IN DECEMBER. AVERAGE PRODUCTION IN 
OcropER wAaS I,309,948 BARRELS PER DAY, DOWN ELEVEN PER 
CENT FROM SEPTEMBER} In NovemBeEr, I,300,263 BARRELS PER 
DAY, FOR A FURTHER REUUCTION OF LESS THAN ONE PER CENT; 
AND IN DecemBeR, 1,555,559 BARRELS PER DAY, UP TWENTY 
PER CENT FROM THE PREVIOUS MONTH. THESE FIGURES WERE FIVE, 
FOUR, AND TWENTY-FIVE PER CENT HIGHER, RESPECTIVELY, THAN 
rHE I960 avERAGE OF I,247,I40 BARRELS PER DAY AND BROUGHT 
THE I96I AVERAGE TO fr, 392, 5I8 BARRELS PER DAY, UP II.7 
PER cENT FROM I960, 


DurRING THE THREE MONTHS OF THE QUARTER, THE RAS TANURA 
REFINERY ProcESSED 8,140,084; 7,463,697 ann 8,089, 753 
BARRELS OF OIL RESPECTIVELY, FOR AVERAGES OF 262, 583 
BARRELS, 848,790 BARRELS, AND 259,546 BARRELS PER DAY 
THUS RETURNING TO THE HIGH LEVELS RECORDED EARLIER IN THE 
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[ yearn. AVERAGE INPUT FOR THE YEAR WAS 248,794 BARRELS PER | 
DAY. 


Tur PROPORTION OF CRUDE SHIPPED BY PIPELINE ROSE, 
PARTICULARLY IN DECEMBER, FROM ABOUT ONE-THIRD OF TOTAL 
CRUDE SHIPMENTS IN SEPTEMBER AND OCTOBER TO OVER TWO-FIFTHS 
IN DECEMBER, 


Foun DEVELOPMENT WELLS WERE COMPLETED DURING THE QUARTER, 
Apu Haprrya II AS AN OIL WELL In OcroBER, Apgarg 85 AND 
SuarANryA 45 AS OIL WELLS IN Novempern, AND 'Arw Dar 6I AS AN 
OBSERVATION WELL IN DECEMBER. BY THE END OF THE YEAR, RENEWED 
DRILLING IN KHURSANIYAH FIELD WAS UNDER WAY, 


DURING THE QUARTER ONE SEISMOGRAPHIC PARTY WAS WORKING 
IN THE EASTERN Rup! au KHALI$ THE OTHER, WORKING IN THE 
soutH CENTRAL Rup' aL KHALI, COMPLETED COVERAGE OF THE 
CENTRAL AND SOUTHWESTERN PORTIONS OF THE SAND DESERT NORTH 
To 22 DEGREES NORTH LATITUDE. BoTH STRUCTURE DRILL PARTIES 
BEGAN THE QUARTER IN THE NORTHWESTERN Rup! aL KHALI. ONE 
COMPLETED STRATIGRAPHIC WELL ST-20 anp BEGAN ST-2I IN THE 
SAME GENERAL AREA WHILE THE OTHER MOVED FIRST SOUTH OF HARADH 
FOR A SINGLE HOLE AND THEN TO THE WESTERN CONCESSION BOUNDARY 
WHERE IT BEGAN A SERIES OF FILL~IN STRATIGRAPHIC WELLS. 


942 THOUSAND BARRELS OF PRODUCTS WERE SOLD IN SAUDI 
ARABIA DURING THE FOURTH QUARTER, BRINING THE TOTAL FOR THE 
YEAR TO 38,939 THOUSAND BARRELS, UP THIRTEEN PER CENT FROM 
I960,. (THESE FIGURES DO NOT INCLUDE PRODUCTS USED BY Aramco.) 
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ARABIAN AMERICAN OIL COMPANY 


STATISTICAL DATA 


Country: Saudi Arabia 


Le 
gies pee 


AN ehoar 


1, Crude O41 Production 42-Gallon Barrels During Ootober 1961 


Average Gravity Daily 
Field CaPL Average 
Abqaiq 37.7 351,825 
Dammam 35.5 32,147 
Ghawar 351 566,927 
Qatif 3426 20,074 
Safaniya 26.9 253,187 
Khurais = 
Khursaniyah 29.8 85,788 

Total 33.8 1, 309,948 

2, YPevelopment Wells Completed During Month of October 1961 
Well Oil Gas Dry 


Abu Hadriya 12 1 


2A. Injection Wells Completed During Month of October 196] 


Wolk gas Water Total 
None 
3, Exploratory Wells Completed During Month of October 1961 
Well or das Dry 
None 
4, Condition of Wells at End of Ogtober 196) 


(A) Completed Wells: 
(Wells "Completed" 


Total . 
Abandoned Standing Shut-In Completed 
Field Producing Oil Drilling _O41 (o ) oil (a) Observation Injection Wells. 
Abqaiq 61 (f) 3 fe) 3 re) 5 12 84 
Abu Hadriya 0 e) 2 4 0 a ) 11 
El Alat 10) 0) 1 0 0] 0) Q 1 
Dammam 28 (a) 6 (b) 3 1 2 1 0) Al 
Fadhili 0 fe) 0 1 (e) 0 0 0 1 
Ghawar: 
"ain Dar 37 1 1 8 7 6 6: 66 
Shedgum 13 0. 1 1 1 2 0 18 
‘Uthmaniyah 33. 0 2 12 2 3 fe) 52 
Hawiyah c¢) 0 ce) 1 (¢) 1 0 2 
Haradh 0 0 (e) 7 ) 1 ) 8 
Fazran 0) 0 2 3 0 2 0 7 
Jauf 0) c@) 1 0 e) ce) 0 1 
Khurais 0) 0) 2 ll ) 1 f°) 14 
Khursaniyah 5 0 1 ra) 0 2 ) 8 
Ma'aqala fe) ce) 1 0 (0) 0 0) 1 
Manifa 0 0 fe) 6 fe) 1 0 7 
Qatif 9 QO. 1 0 0 1 xX 12 
Safaniya 25 ce) 0 12 0 3 0 40 
Stratigraphic — 0 _0 wale _0 _O _0 _0 ee 
i kk B B Est bh 


Monthly 
Total 
10,996, 577 

996,573 
17,574,732 
622,292 
7848, 787 


2,659,426 
70,608,387 


Observation 


Observation 


¥ 


AR=724 
Page 1 of‘2 


MP 


Year-to-Date 


107,209,442 
9,676,010 
215,033, 7138 
6 320,216 
71,133,379 
11,666, 189 
421,038,974 


Total 
1 


Total 


does not inolude wells listed as "Suspended" on Page 2) 
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4, Condition of Wells at End of Ostober 1961 


(a) Includes 2 producing gas wells 

(b) Includes 2 abandoned gas wells 

(o) Standing oil well has oil to surface but no surface facilities 

(a) Shut-in o4] well 1s not produoing 

(e) Well bore filled with mud 

(f) Abqaiq Well 2 will be produced intermittently as a gus cap test well 


(B) Wells not completed: 


Field 
Well Drilling Total Suspended 
Abqaig 85 1 1 
Abu Hadriya R 1 1 
Ghawar: 
‘Ain Dar 66 1 
Uthuaniyah 38 1 
Haradh 4 1 
Qatif 13 eB 
Safaniya 43 1 ae 
2. 2. Zs 
5. Refined Products 42-Gallon Barrels - Thousands th 
Ras Tanura Refinery: ° Input-Output 
Processed at Refinery 8,140 
Production: Gasolines 800 
Jet Fuel 308 
Kerosenes . 498 
Diesel O1ls 1,394 
Fuel Olls 4205 
Others 142 
Unfinished Oils 716 
Losses or (Gains) 17 
Total 8 140 


6. Stooks (42-Gallon Barrels - Thousands) ag of October 31. 196) 
Refinery Produots: 


Gasolines 1,335 
Jet Fuel 
Kerosenes ; 706 
Diesel Oils 1,365 
Fuel Oils 1,836 
Others (Inoluding Unfinished Oils) 1,124 
Subtotal 6,706 
: 3 
Purohesed Products: 
Aviation Gasoline = 
Lubrioation Oils & Greases 
Total oe 
, . ——--— - } 


General Accounting Department 
Analytioal & Budget Division 
November 29, 1961 
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ARABIAN AMERICAN OIL COMPANY 


CRUDE OIL REPORT 


AR=-727 
Month. of October 1961 


Country: Saudi Arabla 


Barrels of 
42 VU. S. Gallons 

1. Stocks First of Month 14,547,226 
2, Production of Principal Fields: 

Abqaiq 10,906,577 

Dammam 996, 573 

Ghawar 17,574,732 

Qatif 622,292 

Safaniya 7,848,787 

Kursaniyeh 
3, Total Crude Production 40,608, 387 


4. Natural Gasoline, eto., Mixed with Crude Qty. Not Determined 


5. Other Supply a 


6. TOTAL 55,155,613 
7. Processed at Refinery. 8,140,084 
8. Pipeline Deliveries from Country 10,975,133 
9. Water Shipments of Crude from Country 19,872,088 
10. Other Shipments 227,925 
ll. Fuel and‘ Losses 13,734 
12, Stocks, End of Month | 15,926,649 
13. TOTAL 55,155,613 


General Accounting Department 
Analytioal & Budget. Division 
November 29, 1961 
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“REFINERY REPORT 


Country: Saudi Arable 


Barrels of i U. 3. Gallons” 


week 


- stocks at 
Input-Output End_of Month.. 
1. Processed at. Refinery 0.0. 8,140,084 6,597... 
2, Natural Gasoline and Other ce ee 
Light Products Qty. Not Determined ree 
3. A. Purchased O11 Rerun - ee ; 
4, ‘TOTAL INPUT 8,140, 08% 
: ta oe * we gita tte tiy eA 
5. Aviation Gasoline 56,760 177,830" <* 
6, Other Gasolines . 25936 1,157,640 sis 
7. det Fuel 307 5929 | 340,169 °° 
8. Kerosenes + 211498626 705,975 
9. Distillates 1,394,014 1,365,449 
10, Residual Fuel 011 Ay204,648 1,835, 36... 
11. Lubricating 011 
12. Asphalt . 8 Pei ae, 
13. Miscellaneous) 190, 074°" 
14, -.Unfinished.0ils Produced (Net) 933,604... 
15. Losses or (Gains) ge 8 Bes Seeger 
a caus Sg aS geek a at SEAS Veet arenes CEL a 
16. TOTAL 140, 6,712,899 
17. Daily Average Siac Oli chrolpht Caplalty = 
,of this,;plantt,~ Gus... 189,000 Barrels 


18, -Fuel;;Consumption:at, Plant of Oils. Reported -Abovet. oc esee ed | 


Residual Fuel'0i1 10,649 
Other Oils - Unfinished’ ~~ 402,186 


Ta 


General” sNeboint hig’ Depabtnent" 
Analytoal&*Bud; ot Division :: 
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ARABIAN AMERICAN OIL COMPANY 


PETROLEUM MOVEMENT REPORT 


AR-729 


ne tober 1 
Country: Saudi Arabia 


Barrels of 42 U. S. Gallons 


imports | Exports 
1. Crude 011 - 30,997 875 
2. Aviation Gasoline 16 1,671 
3, Other Gasolines and Naptha ~- 506, 519 
4, Jet Fuel — - 396,237 
5. Kerosene - 326,259 
6. Distillate os 956,966 (A) 
7. Residual Fuel 0411 - hy026,654 (B) 
B. Lubricating O11 and Grease 1,578 - 
9. Asphalt - 22,950 
10, Miscellaneous _ =. 49926 
11. TOTAL 1,654 37 p285 ,037 


(A) Includes 36,265 Barrels Bunker Oil Laden. 
(B) Includes1,166,839Barrels Bunker O11 Laden. 
12. Transporting Companies: 
Names of various shipping companies which transported the 


reported above: 
Not Available 


General Ascent ine Department 
Analytical & Budget Division 
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ARABIAN AMERICAN OIL COMPANY 
STATISTICAL DATA AR-724 


Country: Saudi Arabia 


1. Crude O11 Production 42-Gallon Barrels During November 1961 


Average Gravity Dally Monthly 
Field OnPL Average Total Year-to-Date 
Abaaiq 37.3 326,618 9,798,541 1 
9798, 17,007,983 
Dammam 35.4 33,913 1,017,404 10,693,414 
bas 35.3 595,603 17,868,100 232,901,838 
pee a eee 668,784 6,989 ,000 
etry iB a0y820 Ve BIO TTT bad ek 
Khursantyah 29.9 65,983 1,979,486 13,625,675 
Total 34.0 1, 200,263 39,007,892 460,046,866 
2. Development Wells Completed During Month of November 1961 ce oes ar 
Well | O41 "Gas Dry Observation Total: 
Abqeiq 85 1 1 
Safaniya 43 1 1 
2A. Injection Wells Completed Durin Month of November 1961 
Well Gas Water Total 
None 
3, Exploratory Wells Completed Durin Month of November 1961 
Wel oan Gas Dry Observation Total 
None 


4.’ Condition of Wells at End of November 196] 


(A) Completed Wells: 
(Wells "Completed" does not inolude wells listed as "Suspended" on Page 2) 


Total 
Abandoned Standing Shut-In Completed 

Field Producing O41 Drilling _Oi1 (c) O41 (d) Observation Injection Wells. 
Abqaiq 61 (f) 3 0) 4 O- 5 12 85 
Abu Hadriya 0 0 2 7 QO 2 ) 11 
El Alat 0) 0 1 0 0 ce) ce) 1 
Dammam 28 (a) 6 (b) 3 1 2 1 fe) 41 
Fadhili 0 0 0 1 (e) ) ) ) 1 
Ghawar: : 
"Ain Dar 37 1 1 8 7 6 6 66 
Shedgum 12 .¢) 1 1 2 2 0) 18 
_ "Uthmaniyah 33 fo) 2 12 2 3 ) 52 
Hawiyah 0 0 0 1 OQ 1 0 2 
Haradh (e) 0 0 7 0 1 fe) 8 
Fazran 0 0) 2 3 QO. 2 0 7 
Jauf 0 0 1 0 QO ce) ce) ) 
Khurais 0 0 2 ll 0 1 0 14 
Khursaniyah 5 0 1 0 0) 2 0) 8 
Ma'aqala f°) GO # ot 0) 0) f°) f°) 1 
Manifa 0 0 0 6 0) 1 0 7 

Qatif 9 0 1 0 fe) 1 1 12 | 
Safaniya 25 0 0 13 0 3 0) 41 
Stratigraphio _ 0 _0 hk _0 _O _O _O me 
210 a2 BB dt wl, 22. au 


AR-724 
Page 2 of 2 


4, Condition of Wells at End of November 1961 
(a) Inoludes 2 producing gas wells 
(b) Includes 2 abandoned gas wells 
(0) Standing ofl well has oil to surface but no surface facilities 
(a4) Shut-in ofl well is not producing 
(e) Well bore filled with mud 
(f) Abgqaia Well 2 will be produced intermittently a5 @ gas cap test well 


(B) Wells not completed: 


Field 
Well Drilling Total Suspended 
Abu Hadriya 12 1 1 
Ghawar: 
‘Ain Dar 61 1 
66 1 
'Uthmaniyah 38 1 
Haradh 4 1 1 
Qatif 13 1 
ae. —_ —— A 
5. Refined Produ ets 42-Gallon Barrels - Thousands ) month of November 1961 
Ras Tanura Refinery: Tnput -Out put 
Processed at Refinery 1,464 
Production: Gasolines 800 
Jet Fuel 261 
Kerosenes 427 
Diesel 0115 1,154 
Fuel Oils 4,095 
Others 135 
Unfinished oils 660 
Losses or (Gains) (__. 68) 
Total 1,46: 


6, Stocks (42-Gallon Barrels - Thousands) as of November 30, 1961 


Refinery Products: 


Gasolines 1,446 
Jet Fuel 290 
Kerosenes 697 
Diesel 0118 1,121 
Fuel Oils 1,799 
Others (Inoluding Unfinished Oils) 1,100 

Subtotal ~~ 6,453 


Purchased Products: 
Aviation Gasoline = 
Lubrication Oils & Greases 15 
Total 6,468 


General Aceounting Department 
Analytical and Budget Division 
January 2, 1962 
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ARABIAN AMERICAN OIL COMPANY 


CRUDE OIL REPORT 


AR-727 
Month of November 1961, 


Country: Saudi Arabia 


Barrels of 
4o VY. S. Gallons 


1. Stocks First of Month 15,926,649 


2. Production of Principal Fields: 


Abqalq 9,798, 541 
Dammam 1,017,404 
Ghawar 17,868,100 
Qatif 668 , 784 
Safaniya 7,675,577 
Khursaniyah 1,979,486 
3. Total Crude Production 39,007,892 


4, Natural Gasoline, etc., Mixed with Crude Qty. Not Determined 


5. Other Supply 


- 
ee emememned 


6. TOTAL 5s 93h s 541 
7. Processed at Refinery 7,463,697 
8, Pipeline Deliveries from Country 11,999 ,238 
9. Water Shipments of Crude from Country 20,385,611 
10. Other Shipments 264,442 
11. Fuel and Losses 20,155 
12. Stocks, End of Month 14,801,398 
13. TOTAL webs Mhs Dh 


General Accounting Department 
Analytical and Budget Division 
January 2, 1962 


ARABIAN AMERICAN OIL COMPANY 


REFINERY REPORT 


AR-728 


Month of November 1961 
Country: Saudi Arabia 


Barrels of 42 U. S. Gallons 


Stocks at 
Input-Output End of Month 
1. Processed at Refinery 7,463,697 6,597 
2, Natural Gasoline and Other 
Light Products Qty. Not Determined 

3. A. Purchased O11 Rerun See ee 
4, TOTAL INPUT 1,463, 697 
5. Aviation Gasoline 29,610 178,080 
6, Other Gasolines 770, 371 1,268, 367 
7. Jet Fuel 260 ,590 290,414 
8. Kerosenes 426,690 696,641 
9. Distillates 1,154,197 1,120,517 
10. Residual Fuel Oil 4,095,003 1,799,071 


ll. Lubricating O11 
12. Asphalt 


13. Miscellaneous) 134,849 221,455 
14, Unfinished 011s Produced (Net) 659 ,884 878, 835 
15. Losses or (Gains) (_ 67,497) ee: 
16. TOTAL 7,463.697 _6,459,977 
17. Daily Average Crude O11 Throughput Capacity 

of this plant: 189,000 Barrels 


18. Fuel Consumption at Plant of Oils Reported Above: 


Residual Fuel O11 31,845 
Other Oils - Unfinished - 367 ,896 


General Accounting Department 
Analytical and Budget Division 
January 2, 1962 


A uthority alas 7d 


ARABIAN AMERICAN OIL COMPANY 


PETROLEUM MOVEMENT REPORT 


AR-729 


Month of N 
Country: Saudi Arabia Honth of November 1961 


Barrels of 42 U. S. Gallons 


Imports Exports 
1. Crude O11 - 32,577,058 
2. Aviation Gasoline 183 13,677 
Other Gasolines and Naptha = 511,549 
4, Jet Fuel - 305,262 
5. Kerosene - 376,863 
6. Distillate = 1,304,946 (A) 
7. Residual Fuel 011 - 4,130,112 (B) 
8, Lubricating O11 and Grease 3,204 és 
9. Asphalt - 13,118 
10, Miscellaneous _ 59 224 
11. TOTAL —3 387 39..291,809 


(A) Includes 43,546 Barrels Bunker O11 Laden. 
(B) Includes1,115,240Barrels Bunker O11 Laden. 
12. Transporting Companies: 
Names of various shipping companies which transported the 


reported above: 
Not Available 


General Accounting Department 
Analytical and Budget Division 
Jenuary 2, 1962 


ARABIAN AMERICAN OIL COMPANY 
STATISTICAL DATA AR=724 


Page 1 of 2 


Country: Saudi Arabia 


1. Crude O11 Production 42-Gallon Barrels During December 1961 


Average Gravity Daily Monthly 
Field OAPI Average Total Year-to-Date 
Abqaiq 38 42 350, 045 10,851, 387 127,859, 370 
Dammam 35.2 35,738 1,107,880 11,801,294 
Ghawar 3542 194047 24,615,467 257 5 517, 305 
Qatif 3401 14,320 443,932 7432 932 
Safaniya 27.2 299 , 037 9,270,142 88,079,098 
Khurais as ‘es = = 
Khursantyeh 31.3 62,372 1,933,527 15,579,202 
Total 34.1 1, 5554559 483222, 335 508,269,201 
2. Development Wells Completed During Month of December 1961 
Well O42 das Dry Observation Total 
‘Ain Dar 61 1 1 
2A. Injection Wells Completed During Month of December 196] 
Well Gas Water Total 
None 
3. Exploratory Wells Completed Duri Month of D 
Well Oil Gas Dry Observation Total 
None 


4, Condition of Wells at End of December 1961 


(A) Completed Wells: 
(Wells "Completed" does not inolude wells listed as "Suspended" on Page 2) 


Total 
Abandoned Standing Shut-In Completed 
Field Producing O11 Drilling _O41 (oc) O11 (d) Observation Injection Wells. 
Abaaiq 63 (f) 3 fe) 1 (e) 6 12 85 
Abu Hadriya fe) fe) 2 7 fe) 2 . 0 11 
El Alat O O 1 O c¢] .¢] 0 Jl 
Dammam 27 (a) 6 (b) 3 2 1 2 ) 41 
Fadhili fe) fc) fc) 1 (e) ) fe) ) if 
Ghawar: 
"Ain Dar Al 1 1 8 3 7 6 67 
Shedgum 12 0 1 1 2 2 fe) 18 
‘Uthmaniyah 34 ) 2 12 1 3 ) 52 
Hawiyah 0) ie) O 1 0 1 0) 2 
Haradh ce) ce) 0 7 0 1 o) 8 
Fazran 0 ¢) 2 3 (0) 2 .¢) 7 
Jauf 0 0 1 (0) (0) 0 0) 1 
Khurais 6) 0 2 ll ‘e) 1 ‘e) 14 
Khursantyah 5 fe) 1 0 (a) 2 (0) 8 
Ma'aqala (¢) oO 1 (0) (6) 0 fe) 1 
Manifa (0) ce) 0) 6 0 1 O 7 
Qatif 9 ie) 1 .¢) ce) 1 1 12 
Safaniya 25 .e) ¢) ~ A 
Stratigraphio O _O = mm!) _0 _0 a 
ae aa 2 Za ak ah 2 218 


AR-724 
Page 2 of 2 


4k, Condition of Wells at End of December 1961 


(a) Includes 2 producing gas wells 
(b) Includes 2 abandoned gas wells 
(0) Standing o11 well has oil to surface but no surface facilities 
‘(d) Shut-in of1 well 1s not produoing 
(e) Well bore filled with mud 
(£) Avaaiq Well 2 will be produced intermittently as @ gas oap test well 


(B) Wells not completed: 


Field 
Well Drilling Total Suspended 
Abu Hadriya 12 1 1 
Ghawar: 
"Ain Dar 1 
'Uthmaniyah 38 1 
Haradh 4 1 
Khursaniyah 9 1 1 
Qatif 13 1 
Safaniya 46 1 
5. Refined Products (42-Gallon Barrels - Thousands) month of December 1961 
Ras Tanura Refinery: - Input-Output 
Processed at Refinery 8 040 
Production: Gasolines 421 
Jet Fuel 279 
Kerosences ' 340 
Diesel Oils 1,117 
Fuel Oils : 4,103 
Others 133 
Unfinished 011s 1,013 
Losses or (Gains) ee 
Total 8,040 
6. Stocks (42-Gallon Barrels - Thousands) as of December 31, 1961 
Refinery Products: 
Gasolines 1,347 
Jet Fuel 338 ° 
Keroscnes 622 
Diesel 011s 1,241 
Fuel Oils 1,504 
Others (Including Unfinished 011s) 1,272. 
Subtotal 6,324 
Purchased Products: 
Aviation Gasoline - 
Lubrication Oils & Greases 16 
Total 6,340 


General Accounting Department 
Analytical and Budget Division 
February 5, 1962 
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ARABIAN AMERICAN OIL COMPANY | 


STATISTICAL DATA 


AR-725 
Page 1 of 2 


Country: Saudi Arabia 
1. Marketing in Saudi Arabia - Quarter Ended December 31, 1961 


4o-Gallon Barrels (Thousands) 


Refinery Products 


Gasolines 432 
Jet Fuel Ave 
Kerosenes 172 
Diesel Oils 249 
Fuel Oils 9 
Others 48 


Purchased Products Sold 


Aviation Gasolines on 
Lubricating Oils and Greases 9 
Total 933 


2, Imports, Quarter Ended December 31, 1961 


42-Gallon Barrels (Thousands) 


Aviation Gasolines 
Lubricating Oils and Greases 


1 
—__8 
Total 942 


AR~725 
Page 2 of 2 


3. Exploration Activities - Quarter ended December 31, 1961 


Geophysical Field Parties 


Seismograph Party 3 shot east-west continuous reversed 
refraction lines to map the Jurassic refractor in the 
rough terrain of the transition zone of the eastern 
Rub' al Khali east of longitude 52°45'E. Two lines 
were extended west to 51°30'E. to tie to the work of 
the other party in the central and western Rub! al 
Khali. ; 


Seismograph Party 5 shot northeast-southwest continuous 
reversed refraction lines to map the Jurassic refractor 
west of longitude 51°00'E. completing the coverage of 
central and southwestern Rub! al Khali north to 22°00'N. 
latitude. 


4. Structure-Stratigraphic Drilling Operations - Quarter 
ending December 31, 1961 


Structure-Stratigraphic Drill Party 2 completed pro- 
grammed work in the Niban area of the northwest Rub! al 


Khali and moved south of Haradh for a single hole. © 
Thence party units were moved into the southern Summan 
where drilling is continuing on the first of a series 
of programmed fill-in stratigraphic wells along the 
western Concession boundary. 


Stratigraphic Drill Party 5 completed work on well 
ST-20 and moved onto location ST-21 in the Abu Bahr 
area of the northwestern Rub! al Khali. At the close 
of the quarter drilling at ST-21 was nearing mid- 
completion. 


General Accounting Department 
Analytical and Budget Division 
February 5, 1962 
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ARABIAN AMERICAN OIL COMPANY 


CRUDE OIL REPORT 


AR-72T 


Month of December 1961 
Country: Saudi Arable 


Barrels of 
42 y. S. Gallons 

1. Stocks First of Month 14,801, 398 
2, Production of Prineipal Fields: 

Abaaiq 10, 851, 387 

Dammam 1,107,880 

Ghawar 245615 hSt 

Qatif 4435932 

Safaniya 9,270,142 

Hursaniyah 1,933,527 
3. Total Crude Production 48,222,335 


4. Natural Gasoline, eto., Mixed with Crude Qty. Not Determined 


5. Other Supply & 


6. TOTAL 63, 023,733 
7. Processed at Refinery ‘8,039,733 
8. Pipeline Deliveries from Country 17,098,282 
9. Water Shipments of Crude from Country 23,561,184 
10, Other Shipments 277,658 
11. Fuel and’ Losses”. 32,310 
12. Stocks, End of Month | 14,014,566 
13. TOTAL 63,02 


General Accounting Department 
Analytical and Budget Division 
February 5, 1962 


ARABIAN AMERICAN OIL COMPANY 


REFINERY REPORT 


AR-728 


Month of December 1961 


Country: Saudi Arabia 
Barrels of 42 U. S. Gallons 
‘ Stocks at 
Input-Output End of Month 
1. Processed at Refinery 8,039,733 6,597 
2, Natural Gasoline and Other 
Light Products Qty. Not Determined 
3. A. Purchased O11 Rerun ? - 
4, TOTAL INPUT 8,039,733 
5. Aviation Gasoline 39,511 174,770 
6. Other Gasolines 381, 693 1,172,272 
7. Jet Fuel 278,575 338,203 
8, Kerosenes 339, 698 621,907 
9. Distillates 1,117,410 1, 241, 065 
10. Residual Fuel 011 Ay702, 657 1,503,485 
1l. Lubricating 011 - ; 
12. Asphalt 
13. Miscellaneous) ; 133,287 177,717 
14, ‘ Unfinished.O1ls Produced (Net) 1,013,241 1,094,504 
15. Losses or (Gains) 33,661 - 
16. TOTAL 8,039,733 6, 330,920 


—— 


17. Daily Average Crude 011 Throughput Capacity 
of this plant: 189,000 Barrels 
18, Fuel Consumption at Plant of Oils Reported Above: 


Residual Fuel 011 30,760 
Other Oils - Unfinished 369,877 


General Accounting Department 
Analytical and Budget Division 
February 5, 1962 


ARABIAN AMERICAN OIL COMPANY 


PETROLEUM MOVEMENT REPORT 


AR-729 
Month of December 1961 
Country: Saudi Arabia 


4 


Barrels of 42 U. S. Gallons 


Imports Exports 

1. Crude O11 - 40,839, 065 

2, Aviation Gasoline 339 27,554 

3. Other Gasolines and Naptha - 327,740 

4, Jet Fuel - 225 133 

5. .Kerosene - 352,872 

6. Distillate - 911,313 (A) 
7. Residual Fuel 041 - 4,987,593 (B) 
8. Lubricating O11 and Grease 3,579 = 

9. Asphalt - ~ 

10. Miscellaneous - 143,298 
11. TOTAL 32918 47,814,568 


(aA) Includes 41,798 Barrels Bunker 041 Laden. 
(p) Includes1,146,112Barrels Bunker 011 Laden. 
12, Transporting Companies: 
Names of various shipping companies which transported the 


reported above: 
Not Available 


General Accounting Department 
Analytical and Budget Division 
February 5, 1962 
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eve yerie PETEOLEUL: Negotiations for Establishment of a Petrochemical (Urea) Plant 


in Dammam Wits -3 WEI?3 


EZ Saudi Petrolewn Minister Shaykh tAbd allah TARTEI told dssistant Secretary “a 
TALBOL and me recently that negotiations were underway with a Dutch firm for the 
establishment of a urea plant in Daiman. This report summarizes available details 
concerning this renewed interest on Tariki's part in establishing a petrochenical 


industry. 


lice He Jo VAN VLIET, who signs his correspondence as the wanaging director of 
H.Ve Codum, Combined Dutch Hanufacturers', arrived in Riyadh January 15 to work on 
this petrochemical project which has occupied his attention intermittently for 
several years. According to Arabian American Oil Gompany (.irainco) sources, he 
made the following Beuseene fof: Tariki during January discussions: 


1. Immediate payment to Van Vliet of approximately 62 100,000 (about 
$22,000) to cover promotional expenses that Van Vliet and Cedum had 
incurred during the past three years. 


2e Payment of approximately SR 215,000 (about $48,000) to cover additional 
promotional expenses and costs oe studies to finalize planning for the 
project before it comes to full realization. 


36 A Saudi Government guarantce covering the. repayment of the loan capital 
to be provided from Dutch sources. 


4 A Saudi Government guarantee that the sale of stock to the saudi public 
would be successful or, if not successful, that the Covernment would 
purchase the remaining unsold stock. 


At Tarikits suggestion Van Vliet visited the Supreme Planning Boar&®gin Riyadh 

to apply for the Board's support. There he was referred by the Board's Gecretary 
General Kajati WUSSAINI..to its, Chief Development Advisor, Hx. Harold FOLKe The 
latter, after secing Van’ Vitet, recuested hin to present his main points in wiiting. 
In his letter, a copy of which has been obtained confidentially from Arawéo aid is 
enclosed, Van Vliet explains that his intention is to establish a firm catijled he 
"Saudi Arabian Incorporated, Company” $o-manufacture fertilizers and RBs op bhi other 
products. The letter mentions two othe butch cou spanies (il.V. StamigarlAyr 
Nessrse Dutch International Consulting Engineers) as associates in Lise rete 

| proposed for Saudi Arabia. It also mentions the firm of Snodgrass Aagyqin5s: | 


nn 
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: “From Jidda 
Vashinaton, (e236, as consultants on the projeet. Van Vliet bas told Arainco 
offieials that bre Poll:/about the possivility of Supreme Planning Reard agssistande. 


was pessimistic 
of br 


Rt 
Pes 


“i 
Ke 
fae] 
al 


Sssociates (see 


yet Weed? shos to vark vith 
woPKOjecte casony tha Cauds 2 Da ~ the. Van 
\ 1 fey Dante cA TT AVE as Mayer sory rh Sat ca ar ie a ow £ Aa 
} Po oan AherAbh and Lustanie spatcusan ue 0, ar @Q OVMeL 
Loef the :dnistrs of Uateolauri). if and ether hurdles 


=f 
ake oveveore and the nev eompany’ is formed, Yan Ylia Maco, these tye 
persons pont aia wim oon tha Board of Diroctars. with oue "adi etoast director 
bein: monet by Duteh financial backers and the five remaining seats to be filled 
by Gaudi citizens, each of whori would be expected to contribute SR 100, 000 

(about 329, G00) to the project. Tariki has expressed to Van Vliet his insistence 
that the proposed company bill its ultimate consumers dire ectly, iece that it be a: 
fully integrated company eontrolling its own marketing « 


ne 


4. 
sé 
1 
it 


Van Vliet is reported to have vigited officials of the Saudi Government 
Radlyoad to explain to them the transportation requirements of the fertilizer 
plant; apparently the project would involve extension of the rail line to the 
plant site. 


“Aramco Vice President L. M,. .SNYOE. was ‘sumiaoned to Khiyadh January 26 by Tariki 
to discuss this petrochemical project. The minister berated Arameo for its past 
cee apace to participate in a projeet of this kind, recalling that the Aramco 
soard at its Lay L9G] meeting had decided it could not support the Van Vliet 
p¥uject because the analysis had shown the rate of return was only 5 per cent. 

ar and tha veeent eanstruetion of several, large plants in the astern 
fh 


ire tniyder euphasiged to t 
F he plant, in view of tha highly eos 
As their conversation proeadad, ci and Cnyder reviewed srancats 
Me 


Aa 


Tarind. that the eompany'ts main conesrn was the provlen 
the product frou t setitive market 
to davoler prejects that would use surplus natu 


oes 


study of the Van Vliet proposal. Enyder rerluded Tarihi that .rareo 
cime undertaken a detailed engineerin: and finanetal analysis o£ this 
voject jointly with ropxesentatives of the dinsterdam. Bank and’ “the Dutch State 


ry 
Rice 
L 


eines, and lad core to the conclusion that the project as:coneaived was not 


suk 


ficiently attraetive to warrant participation, This analysis had coneluded 
that the eost would be about $26,750,000 for the plant designed to produee 300 

tons per day of urea prills ané that the vate of return would be approximately 

3 percent based on a YO pareent opexating factor and a 15 year write-off of 

the capital investiwente «at. that time the vice president of Dutch State lines 

had said that his organization would consider about 15 percent to be the minimun 

vate of return attraetive for such a project. 


Tariki told, Snyder that he was considering trying to persuade Gaudi authorities 
to release the yunus sed funds accuaulated in the Pension Fund of Saudi Government 
enployees for use in this project. ile indicated that the present accumulation 
in this fund was about SR 50-60 million (about el1-13 million). 
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colicitr: There is some informed speculation that Tariki's cenewed intcrest 

ina petrochemical venture at this tine is caused by his anxiety to record a 
personal achievenent and thus strengthen his position in the Government. sources 
holdine this view valntain that Shaykh tabd Allah is on none too secure terms with 
either the iting ov the Grown Prince ani that this situation, compounded by minor 
differences with Kx. Folk and occasional press attacks on his petroleum adwinistra~ 
tion, wakes it imperative for him to score a popular success such as establishment 
of a rajor new industry whether or not its econowic future is assured. Informed 
Jidda banking sourees, including the Netherlands Trading Society branch manager, 
have consistently expressed extrene doubt that Van Vliet could ever obtain 

sufficient private financial packing to male his petrochemical project a 
reality. 


It will be recalled that Tariki took the initiative, in Ny 1961 in cxploring 
petrochemical possibilitics with another group of Luropean industrialists (imbdespatch 
62). ‘To the Embassyts knowledge, nothing .has come of thosé discussions, during 
which Tariki is reported to have made the still unexplained remark that he could 
not rely on Gmerican firms to assist him in petrochemical venturese 


Stee. Herold Folk, Chief Development Advisor of the Saudi Guprene Planning 
Joard, told we recently that the petrochemical field = Saudi Arabia could only 
ye broken into gradually on a sirallscale and with the. ssistance of an 
axporioncad foreign firwa with Parauiicie ed marhenhse 


fae Eobassy oes not xecomend at Hae ci waa any specific steps to promote 
petxochemical iavastwent in this countyy. In any event mmerican companies with ' 
sobantial interest in this field eis. nave: long ance had their attention ; 
called to Saudi Ax rabiats inuerent possibilities, both gy Arabian faserican Cil a 
oe suviieity about its surplus na tural cas supply and by private oil 


industry periodicals. 


Hnelosure? . 
, Copy of letter dated January 1l6, 1962. 
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. 7 2 From. ict 

coy bate Riyadh, léth January 1962 


Ne Ve CODUl 
ROTTERDAM 


lire Harold Folk 
% Supreme: Planning Board 
kiyadh 


I herewith confirm our interview of this morning during which we discussed to 
come to the erection of a petro-chemical industry in the Dhahran areca. We told 
you regarding our activities during the last. 3 years and. gave you a copy.of the 
financing scheme as prepared by. the Amsterdamse Bank N.V. In order to solve the 
problems arisen in the beginning of 1961 we propose to execute during the present 
stay in Saudi Arabia the following steps: 


l. To found the Saudi Arabian Incorporated Company, which is going to 
explicit the cheiaical industry. : 


2, Yo obtain in writing from the Gaudi Arabian Monetary Agency their willing- 
ness and ability to guarantee in favor of the Netherlands Government the repayment 
of the export credits from Holland. 


3. To obtain in writing from the Covernment of Saudi arabia (the Ministry 
for Petroleum and Uineral Resources) a guarantee that the issue of shares on the 
Saudi arabian Market will be successful and that the Covernnent will buy the 
remaining shares if the issue might not be successful. 


Ne To have a preliminary adjudication amongst the suitable contractors in 
the East Province to obtain the actual building prices fer foundations, roads, 
etc.s (per unit). 


5, In the meantime my office in Rotterdam will arrange the same in Holland 
for the machinery in cooperation with N.V. Stamicarbone 


G. To make the definite contracts between the Covernment and N.V. Sodum, 
between MH. Ve. Codum and the new company and between this company and Stamicarbone 


7. To investigate which articles could be produced in the factory besides 
the originally planned fertilizers. Our associates Messrs. Dutch International 
Consulting Engineers at Amsterdam are already working for insecticides and detergent 
powdere 


ge Investigating regarding labor available in East Province and estimation 
of the wages to be paid, as well as living allowances, etCe 


fa 


After executing these & items I am sure and got the confirmation frota other 
sources, aoe from Mr. Gibson of Messrs. Snodgrass Associates, Yashington, DoGo, 
that the net annual return will again be on an acceptable level. As the way 
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inancine this project is clear to us, definite arrangements with the : 


£ 
financiers can be signed: soone 
4s I told vou the Soard of Directors of my company did not allow me to do 
further, steps without, payment. for.my.efforts....The Ministry. for. Petroleum..and. 
‘uimeral Resources paid already my ticket to Saudi Arabia, however, I needa. ; 
‘living allowance which I for the moment estimate at §.2. 5000,- monthly, as well 
' as’ payrient of my. travel expenses. I was. informed that, your Board. would have. 
|... funds for this purpose. Therefore. this.is an.application for. these. payments... 


The total fee for the promotion of this project has béen fixed froia the 
beginning of DEL. 250.000,~ which amount of course is due by the new bon. Inc. 
Compe tiowever, as it will take 6 to & weeks until this. company has been founded 
and an initial capital is available, I should like to receive an advance-payment 
of D£1l. &0,000,- which is approx. the total awount of the expenses of my company 
for 5 trips to baudi Avabia, many trips inside Europe and the time spent until 
nowe ‘his amount is, of course, later to be settled between you and the new 
company =" ee a ee eee oH 


Trusting that you will support iay efforts to come to the erection of this 
petro=chemical industry, which is of great interest for this country, I remain, 


Yours faithfully, 


/s/ tle Je Van Vliet. 


t 
iT 
t 
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SUBJECT: Glimpses Spa, trp atlein Secthihe hii Zoteetea neat eet rere é; 
earee sh ; ThelniAlE HeuUTaL {Ca OPYSHOLE BUUMDAL Tas: apreement Meported 
on Sovereignty Cver islands of .avau and Ussn alelaradciii 
During a January 20 conversation in iyadh which was devoted primarily to | 
caudi Petroleus linister Chaykn tsbd ullah TARIKT tela 


ratrocheimical cuestions, 
veo View President be te vliYvahk that the saudi Goverment had agceed with Vuvait 


on tha issue of the ownership of the snall islands of .arau and WUia alebaradiie 
untries had agreed thet 


shore from the Meutral sone. ‘Tarils 
that Saudi srania souk Teceive 
aR SAGES TP SR ce re ONT ot OS InN ee 6 T* 


Nats aE AS el 


sait should pave sovercioanty over the islands vut 
reed Bib mente At ELE EAA RIT MOK BUI 3 erg PAR te EP yen SHE AL AA RARS I AE OE . . . 
THe ""OL CLUS RT neds coins bo bbe nut =Gevernicnt Fron any oil produced in the 
- : ‘ . Bats Amun cree rare PHAer EA TEU Is S . : s 
territory involved. Tariki added that the question of the orrshore poundartes in 
erecianrral “one was still under discussion, and intimated that there would be 
congiderable difgiculty in resolving the northern offshore boundary in particular. 
Live Syader made a suggestion that thie soverntients involved in this Boundary dispute 


should agree to have some expert international commission convene fe estalylish 
aviegs, whereupon 


the actual shorelines and theu establish the territorial boundar 
* . . i . of 
that the entire -rabiaa Peninsula shoulde treated as 


oil allocated fairly between the various overntinnt s- 
page’ 


cain tha fry 


Yardki expressed the view 
one oil province with the 


: au S> 
mn fod “8 : . . 24 : . a2 
The source of this information is a confidential memerandum d@ed Fehruary 4 
A copy was iade available *y the 
° oe yaa 
this memorandum whith congerns 
() oe) 


written by hr. Snyder concerning, the meeting > 
Avamco representative in Jidda. ‘he portion of 
this subject is reproduced below: = 


me whether I had heard anything about aminoil working on 
the small islancs offshore of the Neutral done. I said that f had not heard 
of any work being done, although I understood that the Kuwait Goverment had 
approved Aminoil proceeding with work at any time on these islands. Tariki 
said that SAG had agreed with Kuyvait on the issue of the ownership of these 
Islands. le said that nuvait had argued thicse islands had always bekpnged to 
Kuwait and that they had sovereignty over theme Tariki said that SAC 
representatives told uwait that 64G was not interested in sovereignty over 
these small Islands but sugyested that they settle the matter in the sane way 
Saudi Srabia had settled sovereignty of the bu Satfah area with Rahveir, Lee, 
that Kuwait should have the7dovereignty but that saudi Arabia should. yeceive 
half of the proceeds going to the kuwait Government _ from an “oroduced in 
to this proposal. 


@Pariki asked 


che territory involveds Tariki said that Kuwait had agreed 


- ook 35 nosy J 

WPariki said that they were still discussing the offshore poundaries in 
| the Heutral none. 2f told him yes we were iost anxious for them to settle | 
“WwWolle/eh 
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Lotold him chat the 
estood the houndary to 
to oither Aramce or SAG. 
E ive and cooverative in 
plied that the southern boundary 
but that the northern 
3 


so rich clase 
did not th 
WAS rime 


ZL told hea that 
fe 


a upon 


boundary was that kiurvait wanted to use the 
ands in poundary H rot lel 


fro ne Japanese 
the other 


daterrinine 


trans fer 
concession 
Lana LE 


went on to 
tha sane: £ puting tha d« 

Lai nee the median line would be lecated avout 
e adi Arabia and Ivan and that Farsi, -vabi, 
fe of the Gulf would all belons to Laud 

4 the Iranians did not anree with Kuwait 

AIG Pela the Irantiansvould never agree to that (meaning the location of tue 


line of the Avabian Gulf). 


“YP told Variha that I thought the Governments invelved in the bounc dary 
dispute in the Gulf should agree to have some expert iuternational ecuee san 
co in and establish the actual shore lines around the Gulf and then estahli 
tue boundaries tween the terviteries belonging to the various countrics. 

i gadd that the longer the boundary settlement was delayed, the “nore 
ALEEieult it would become to settle because of growing oil disceveries and 
exploration work Dein, dene here and there. Tariki said that he thought the 
whole Arab peninsula should ba treated as one oi] province and the oil 
allocated between the various sovernments in some fair manner. He sald 

taka the « Vaurban field for exanple and otier structures located close to 
it. There is practically no population in the area ani the income from the 
ail from that area would wale rich men of just a few people and that there 
are nany, Many paor people in other parts of the Avabian peninsula whe would 
eet nothing.” 


i 


This report of Kuwaiti-faudi Arabian agreement concerning sovereignty 


a 
and ofl richts over the islands of Jarau and Unni al-Laradim is a surprise develop- 
ment, as it contradicts the accounts of last sumacr Pipe nefidespatches) that the 


Saudis were determined to insist on joint ownership of these islands. Jt is not 
Inown at present whather the ayreement of which Tarihi spo olka to tr. Snyder has 
been placed in writing ox formalised in any way. 


Parker T. Hart 


ce: Anconsul DEATIRAN 
Amimbassy WAIT 


Dept pass LONDON, BEIRUT, BAGDAD, Back, TRHRAN 
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INR 1. ARAMCO PRESIDENT BARGER, ACCOMPANIED BY SENIOR VICE 

PRESIDENT BROUGHAM, MANAGER GOVERNMENT RELATIONS MCDONALD, 

TRSy AND RIYADH REP METZ, MADE TRIP TO RIYADH MARCH 26 FOR PUR. 
POSE BECOMING ACQUAINTED WITH NEW CABINET MINISTERS. WITH. 

RMR —s«EXCEPTION PRINCE FAYSAL, AND HUSAIN ARAB, BOTH OF WHOM WERE 
OUT OF TOWN, ARAMCO GROUP HAD OPPORTUNITY TALK WITH ALL NEW 
MINISTERS. FOLLOWING INFORMAT-ION AND IMPRESSIONS PROVIDED 
TO CONGEN TODAY BY MCDONALD MAY BE OF INTEREST: 


A. GENERALLY, NEW CABINET SEEMS TO BE IMPROVEMENT OVER OUT - 
GOING ONE. NEW MINISTERS WERE PLEASANT AND FRIENDLY, AND 
APPROACH NEW JOBS WITH QUIET CONFIDENCE ald IN ANY WAY 

~ MINIMIZING DIRE IEEE IEDs 


B. ONLY MINISTER WHO SEEMED POSSIBLY OVERWHELMED WITH NEW 
RESPONSIBILITIES, AND PERHAPS BELOW GENERAL LEVEL OF COMPE- 
TENCE, WAS EDUCATION MINISTER HASAN IBN ABD ALLAH IBN AL = 
SHAIKH. HE IS, OF COURSE, MEMBER OF WELL-KNOWN STRICTLY 
ORTHODOX WAHABI FAMILY, AND IT IS NOT CLEAR WHAT POLICY HE 
WILL’ FOLLOW IN TERMS EDUCATION. ONE CLUE WILL BE WHETHER 
GIRLS EDUCATION IS MOVED FROM OFFICE OF MUFT! TO EDUCATION 
MINISTER. SUCH MOVE WOULD BE CLEAR INDICATION OF PROGRESSIVE 
TACK. 


"8863 yoee 


C. BARGER REMINDED FINMIN MUSAAD IBN ABD AL@RAHMAN THAT NEW - 
ARAMCO BOARD OF DIRECTORS SCHEDULED TO BE ELECTED MAY 1. 
FAILING ACTION BY SAG TO PUT FORWARD NEW NOMINEES,’ HAF IZ WAHBA 
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